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THE MULTIFAMILY ASSISTED HOUSING
REFORM AND AFFORDABILITY ACT OF 1997

TUESDAY, JUNE 19, 2001

U.S. SENATE,
COMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS,
SUBCOMMITTEE ON HOUSING AND TRANSPORTATION,
Washington, DC.

The Subcommittee met at 9:30 a.m., in room SD-538 of the Dirk-
sen Senate Office Building, Senator Jack Reed (Chairman of the
Subcommittee) presiding.

OPENING STATEMENT OF SENATOR JACK REED

Senator REED. Good morning. Let me welcome everyone to this
morning’s hearing and call it to order.

Today’s hearing is about affordable housing and how to keep it
affordable. In particular, we will explore the success of the Multi-
Family Assisted Housing Reform and Affordability Act—the so-
called Mark-to-Market legislation. This law is scheduled to expire
on September 30, 2001, and we will be attempting to determine
how well it has worked and whether it needs to be reauthorized.

We will have two panels of witnesses. The first panel will consist
of our three Government witnesses; John Weicher, Assistant Sec-
retary for Housing and Urban Development; Ira Peppercorn, Direc-
tor of the HUD Office of MultiFamily Housing Assistance Restruc-
turing; and Peter Guerrero, Director of Physical Infrastructure at
the General Accounting Office.

Our second panel, will consist of the stakeholders involved in the
restructuring process. I will introduce these individuals later.

We will be asking all of the witnesses to tell us what progress
has been made in restructuring the rents and debts of the FHA-
insured Section 8 portfolio, the savings such restructurings have
generated for the Federal Government, the physical condition of
the housing stock, the effectiveness of the Office of MultiFamily
Housing Assistance Restructuring, or OMHAR.

We look forward to examining all of these issues in detail today.

As we well know, Congress passed the Mark-to-Market legisla-
tion in 1997 in order to update and restructure Section 8 project-
based developments insured by the FHA. About 8,500 such projects
with over 800,000 units of affordable housing were built in the late
1970’s and the early 1980’s.

The Federal Government guaranteed that these projects would
be built by insuring the mortgages and using Section 8 contracts
to guarantee that the rents would be high enough to pay off the
mortgages. In most markets, these rents were above market value.
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Typically, the mortgages for these multifamily dwellings had terms
of 40 years and the Section 8 contracts had terms of 20 years.

By the late 1990’s, the 20 year Section 8 contracts started to
expire and the Congress had begun to renew all Section 8 con-
tracts at market rents for a period of only 1 year. In markets in
which the fair market rent was higher than the contract rent, a
simple renewal of the contract was sufficient to continue sup-
porting the property.

However, in many cases, contract rents remained far above local
rents. In these cases, Congress’ decision to renew Section 8 con-
tracts at lower market rents was likely to result in rents too low
to support the remaining mortgage payments on such properties.
As a result, it looked likely that these FHA-insured properties
would default, costing Federal taxpayers tens of billions of dollars.

The Mark-to-Market legislation was passed as an attempt to ad-
dress this problem. There were two objectives. First and foremost,
the legislation was meant to preserve affordable housing by putting
it on a stronger footing, both financially and physically. And sec-
ond, the law was designed to reduce the cost to the Federal Gov-
ernment of rental assistance payments.

We also created the Office of MultiFamily Housing Assistance
Restructuring—OMHAR—to accomplish both of these objectives,
with the help of Participating Administrative Entities.

We look forward today to the testimony of our witnesses on the
relative progress the Mark-to-Market Program has had and how we
should reauthorize and extend this program in full or in part.

Let me recognize my colleagues before I formally introduce the
witnesses.

Senator Allard do, you have any comments?

STATEMENT OF SENATOR WAYNE ALLARD

Senator ALLARD. Yes, Mr. Chairman, brief comments, if I might.

First, I want to congratulate you on holding your first hearing
as the new Chairman of this Subcommittee.

Senator REED. Thank you.

Senator ALLARD. And I look forward to continuing our productive
working relationship. I believe that oversight is an important re-
sponsibility of legislators. Maybe it is the most important thing. It
is probably the thing that you get the least credit for because
everybody is looking for how much legislation you can pass and
bills that you can get passed.

I think that it is important that as a Committee, we follow up
and see how the legislation is being implemented once we do pass
it. And I believe that good, effective oversight is a bipartisan issue
and I look forward to working with you as we continue the diligent
oversight conducted by this Subcommittee.

The Housing and Transportation Subcommittee held an oversight
hearing of HUD’s Office of MultiFamily Housing Assistance Re-
structuring, or OMHAR, 2 years ago. At that time, OMHAR was
just beginning to contract with Participating Administrative Enti-
ties. (PAE’s). We did not have the advantage of a broader perspec-
tive on the program.

This hearing is an excellent opportunity to revisit the issue and
to evaluate OMHAR’s progress thus far.
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Congress created the Mark-to-Market Program in 1997, to reduce
Section 8 costs, while preserving the affordability and availability
of low-income rental housing. The purpose of the program is to re-
duce the property rents to market level, while simultaneously re-
ducing property debt levels and owner costs to a number of tools
authorized by that legislation.

These mortgage restructurings are carried out by participating
administrative entities. As part of the same legislation, Congress
established OMHAR to administer the Mark-to-Market Program
and oversee the Participating Administrative Entities. The legis-
lation authorized the Mark-to-Market Program for 4 years.
Therefore, the Mark-to-Market Program authority and OMHAR’s
administrative authority expires on September 30, 2001.

Even though the program and administrative authority will ex-
pire, Section 8 properties with above-market rates will still be re-
quired to have their rents reduced to market levels. Without the
proper tools to also restructure the debt, many owners may lack
sufficient funds for property maintenance or mortgage payments.

Because many Section 8 properties are also FHA-insured, this
would result in a significant number of claims against FHA, in ad-
dition to many tenant displacements.

Clearly, no one finds this a desirable scenario. By taking up the
issue of mark-to-market reauthorization now, we can avoid it.

I believe that today’s hearing is an excellent step in that direc-
tion and will provide Members with an opportunity to examine the
successes and shortcomings of mark-to-market and OMHAR as we
begin to formulate reauthorization legislation. I am pleased that we
have a broad representation of viewpoints at today’s hearing. GAO
has been reviewing OMHAR for sometime now, and I am sure that
they will have valuable insight to share with us.

We will also have a chance to hear the views of the mark-to-mar-
ket participants, including the perspective of OMHAR, tenants,
public PAE’s, private PAE’s, nonprofits and owners.

I look forward to hearing from all of you.

Finally, I would like to extend a special welcome to Charles
Wehrwein of Mercy Housing, which is headquartered in Denver.
Mercy Housing has been very beneficial, I believe, to the Denver
community and I am pleased to have them represented here today
on a later panel. I would like to welcome him personally.

Again, I want to thank my colleagues for holding this hearing
and I look forward to working with you on this important matter
and also, I personally would like to welcome the witnesses that we
have on the panel.

Thank you, Mr. Chairman.

Senator REED. Thank you very much, Senator. Thank you for
your kind words.

I have a difficult act to follow. You have conducted this Sub-
committee with great courtesy and bipartisanship and attention to
substance, and I hope that I can maintain those standards.

Senator ALLARD. I am looking forward to working with you, Mr.
Chairman.

Senator REED. Thank you, Senator.

Senator Corzine.
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COMMENTS OF SENATOR JON S. CORZINE

Senator CORZINE. Mr. Chairman, I too congratulate you on your
first hearing. And I also would express my gratitude to Senator
Allard for his strong leadership in the short time that I have been
here, and I appreciate working with both of you.

This is an important issue. I have a statement for the record that
I would ask that you include. I welcome the panelists and look for-
ward to finding out more about this program and its effectiveness.

I agree with this oversight comment that Senator Allard was
making as one of our more important responsibilities.

Thank you very much.

Senator REED. Without objection, the statement will be made a
part of the record.

Now let me introduce the panel.

Mr. John Weicher is the newly-confirmed Assistant Secretary for
Housing and also serves as the FHA Commissioner.

Prior to his appointment, Mr. Weicher was a Senior Fellow and
Director of Urban Studies at the Hudson Institute. He has also
served as HUD Assistant Secretary for Policy Development and Re-
search, from 1989 to 1993. He was also Associate Director of Eco-
nomic Policy at the Office of Management and Budget, from 1987
to 1989, and earlier served as HUD Deputy Assistant Secretary for
Economic Affairs, from 1975 to 1977.

Ira G. Peppercorn is Director of the HUD Office of MultiFamily
Housing Assistance Restructuring—OMHAR. Before his confir-
mation as Director of OMHAR, Mr. Peppercorn was the General
Deputy Assistant Secretary for Housing, and Federal Housing
Commissioner at the Department of Housing and Urban Develop-
ment. Before that, he served as the Executive Director of the In-
diana Housing Finance Authority. In that capacity, he was the
Senior Advisor to Governors Evan Bayh, our colleague on the
Committee, and Frank O’Bannion, on affordable housing.

Peter Guerrero is GAO’s Director of Physical Infrastructure. In
this capacity, Mr. Guerrero is responsible for managing GAO’s
work on housing, transportation, environmental infrastructure, and
telecommunications issues. Mr. Guerrero’s distinguished Federal
career spans some 29 years. In addition to GAO, Mr. Guerrero has
worked at both the Department of Labor and the Environmental
Protection Agency.

I would also like to introduce Rick Hale to the Committee. He
will be sitting in on the panel today. Mr. Hale was the principal
investigator for the GAO study on the mark-to-market reauthoriza-
tion, which Mr. Guerrero will speak to today.

Secretary Weicher.

STATEMENT OF JOHN C. WEICHER
ASSISTANT SECRETARY FOR HOUSING-FHA COMMISSIONER
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

Mr. WEICHER. Thank you, Mr. Chairman. And thank you for in-
viting me to testify this morning on the impending expiration of
the Office of MultiFamily Housing Assistance Restructuring. I am
here today to discuss the Administration’s position concerning the
future of OMHAR and its legislative authority.
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Before I begin, let me express my appreciation to this Committee
for voting to confirm me as Assistant Secretary for Housing and
FHA Commissioner. It is an honor to appear before you today.

I am reminded that the first question at my confirmation hearing
from Senator Sarbanes concerned the Mark-to-Market Program.
Chairman Reed, you also raised the issue during the hearing with
me, so it is fitting that my first hearing before this Subcommittee
should be on the same subject.

Mr. Chairman, the challenges of HUD’s multifamily assisted in-
ventory is the most complex issue that HUD has ever had to face.
I first became involved in this subject 15 years ago as a member
of the Hills-Reuss task force. Congress has enacted major legisla-
tion on three separate occasions beginning in 1987. During the
mid-1990’s, Congress wrestled for 3 years with the mark-to-market
concept before finally passing the 1997 Act. The process for dealing
with these properties has taken longer than originally anticipated,
we need to revisit this issue yet again.

Since becoming Commissioner, I have discussed OMHAR with
Secretary Martinez and there are ongoing discussions within the
Administration. Secretary Martinez stated in April the Administra-
tion intends to seek an extension of the restructuring authority and
reiterated this position in his testimony before the Senate Appro-
priations Subcommittee last week.

As this morning’s hearing demonstrates, there appears to be gen-
eral support for an extension of the restructuring authority beyond
this September, and the Administration will be submitting detailed
legislative recommendations on how to proceed with that extension.

The future of the OMHAR office itself has generated a greater
level of discussion than the extension of its authority.

Until this year, nearly all of OMHAR’s actions were rent
restructurings, without any changes in the mortgage amount. The
first full mortgage restructuring did not occur until the second
quarter of last year.

Since then, however, there has been significant progress. There
are only 30 full mortgage restructurings in the year 2000. So far,
in 2001, there have been 77 in 5 months, and I understand that
an additional 75 are scheduled for closing in the next 60 days. This
is encouraging. But clearly more work needs to be done, and we
want to ensure that this important work is allowed to continue.

Secretary Martinez discussed the future of OMHAR itself in his
Appropriations Subcommittee testimony. He stated that the De-
partment expects to request a 3 year extension for OMHAR with
two changes. It would not be headed by a Presidential appointee,
and it would fall under the authority of the Office of Housing.

Placing OMHAR within Housing would simplify issues of juris-
diction and coordination. At present, Housing is responsible for
making project subsidy payments and managing insurance con-
tracts, while at the same time OMHAR is responsible for restruc-
turing the subsidies and contracts for the future. The same projects
are under the jurisdiction of two separate, equal offices, each re-
porting to the Secretary. With OMHAR under the authority of the
Commissioner, this anomalous situation would no longer exist. It
would also be easier to coordinate OMHAR with the 18 Multi-
Family Hubs in the Office of Housing that are located around the
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country. We also believe OMHAR will be able to complete its work
faster with a simpler administrative structure.

I want to stress that we certainly recognize the critical nature of
OMHAR’s work and we have every expectation that it will continue
to be fully dedicated to that work and only that work. Having come
halfway through the mark-to-market process, we intend to see it
through to completion.

Since OMHAR would be reporting to the Commissioner, we do
not expect to recommend reauthorization of the position of OMHAR
Director as one requiring appointment by the President and con-
firmation by the Senate. This would avoid a circumstance where
one Presidential appointee reports to another Presidential ap-
pointee of equivalent rank.

We understand that almost two-thirds of the remaining prop-
erties subject to debt restructuring have contracts that expire in
the next 2 fiscal years. With an average processing time of about
13 months after contract expiration, we believe that a 3 year ex-
tension is appropriate. By 2004, we should all be able to judge
whether any further extension is needed, or whether the small re-
maining workload can be handled within FHA.

Mr. Chairman, OMHAR was created to strike a balance between
the preservation of affordable rental housing and the rising costs
of renewing expiring Section 8 contracts. That is important work.
For Secretary Martinez and for me, continuing this work is one of
our highest priorities.

We look forward to working with Congress and working with this
Committee in the coming weeks on this important issue.

Thank you.

Senator REED. Thank you very much, Mr. Secretary.

We have been joined by Chairman Sarbanes. And at this time,
I would recognize him for an opening statement.

STATEMENT OF SENATOR PAUL S. SARBANES

Senator SARBANES. Well, thank you very much, Mr. Chairman.
I apologize. There was a traffic back-up that prevented me from
getting here at the outset.

I wanted to congratulate you on the occasion of taking on the
gavel of the Housing and Transportation Subcommittee. Given your
ongoing active interest in these issues, we very much look forward
to your leadership of the Subcommittee.

We can use that transportation dimension to address the prob-
lems that we encountered here this morning.

[Laughter.]

I also know that you and Senator Allard have worked together
in a very cooperative fashion and we look forward to that relation-
ship continuing.

Actually, the Subcommittee has not been officially reorganized,
nor has the Committee itself been reorganized. That is still pend-
ing. Senator Gramm and I talked and we are proceeding, at least
with the hearing schedule. I think we will have to get ourselves
into place before we can actually transact the business agenda. But
we are trying to move ahead and prepare.

This is a very important hearing, to review the bipartisan legisla-
tion passed in 1997 to deal with the expiration of Section 8 con-
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tracts on FHA-insured buildings. The purpose of that legislation
was to reduce Section 8 rents that were above market, to restruc-
ture the mortgages where necessary, and provide for much needed
renovation.

The results we were aiming for and which we seem to have been
achieving to date was the upgrading and preservation of valuable
affordable housing at rates that were more affordable for the Fed-
eral Government as well.

The legislation establishing this Mark-to-Market Program, as
well as the Office of MultiFamily Housing Assistance Restruc-
turing, which was created to implement the program, unfortunately
expire at the end of this fiscal year; namely, September 30. Yet, it
is obvious that we need the program to continue. It is making ad-
vances, but the job has by no means been completed.

And obviously, we have the responsibility to decide how we want
to proceed with regards to the legislation. I look forward to working
with my colleagues here and with the Administration to come to a
fair determination on how to keep this effort on track.

Let me again thank Senator Reed for holding this hearing. He
has put together two very good panels of witnesses, which, I think
will give an opportunity for all stakeholders to participate. I feel
very keenly that the Committee should proceed in a comprehen-
sive, workman-like manner, in an effort to hear from all interested
parties. And that is what has been set out for today’s agenda. I
think, in the end, this kind of thorough review and comprehensive
airing of the issues will result in better legislation and this hearing
is obviously consistent with that approach.

So, Mr. Chairman, congratulations on assuming the gavel. I look
forward to working with you and Senator Allard and my other col-
leagues as we address this.

This is one of a list of reauthorizations that I set out last week,
that the Committee has to address over the next few months. We
have various expiring authorizations in different areas of our juris-
diction and this is one of them.

This program is up and going. We would like it to be going much
faster. Presumably, Mr. Peppercorn will address that. But this is
one of the must items on the Committee’s agenda.

Thank you very much for scheduling this very good hearing.

Senator REED. Thank you, Mr. Chairman.

And now, I would like to call on Mr. Peppercorn.

STATEMENT OF IRA G. PEPPERCORN
DIRECTOR, OFFICE OF MULTIFAMILY
HOUSING ASSISTANCE RESTRUCTURING
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

Mr. PEPPERCORN. Thank you, Mr. Chairman, Ranking Member
Allard, Senators Sarbanes and Corzine. Thank you very much for
the opportunity to be here today with you to give you a status re-
port on the Mark-to-Market Program.

At this time, I would like to thank Secretary Martinez. He is a
good man. He is going to do a great job. His staff, Commissioner
Weicher, who has a long history and a good history in housing, for
their leadership and for asking honest questions about the Mark-
to-Market Program. If the program is continued—and I hope that
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it is—I believe that their thoughtful analysis will only serve to
strengthen it.

I would like to give a small caveat this morning and say that,
as you see on television sometimes, the remarks here are my own,
or on the editorial pages. They are my own. They are not nec-
essarily the views of the Administration.

But there has been a lot of dialogue and a lot of good communica-
tion between my office and the new team over at HUD.

I would also like to recognize a man that is not here at this mo-
ment. I had the honor of serving under Senator Bayh when he was
Governor of Indiana for both of his terms. His leadership and his
vision and his spirit of bipartisanship have assisted me over the
years and has been very inspiring to me and to the others who
elected him to serve.

What I would like to do now is give you a brief, but comprehen-
sive, look at what has been accomplished by OMHAR through the
Mark-to-Market Program, what remains to be done, and what will
be needed in order to allow the Mark-to-Market Program to con-
tinue achieving the goals that the Congress envisioned in the
MAHRA legislation.

Congress created the Office of MultiFamily Housing Assistance
Restructuring—OMHAR. It is quite a name, I know. But it has a
very important purpose.

It was created as a semi-independent entity within HUD to ad-
dress financial crisis in the Section 8 program. Former Senator
Mack noted at the time that an effort to “reform the Nation’s as-
sisted and insured multifamily housing portfolio” was needed in
order to handle what was termed the most difficult problem in
housing at the time. And in fact, this morning, you heard Commis-
sioner Weicher say much the same thing—the most complex issue
that HUD has ever faced.

OMHAR has accomplished much and worked very hard to meet
the challenge of its mission. In fact, some of the challenges are
competing challenges. But unless changes are made to the sunset
provision in the legislation, OMHAR and its restructuring author-
ity will go out of existence on September 30 of this year. However,
the statutory requirement and the need to reduce the rents on the
expiring above-market properties will continue either imperilling
the financial health of properties around the country or creating a
situation where rents are not in fact reduced to market.

There are a number of goals for the Mark-to-Market Program.
Social goals, particularly in terms of preserving affordable housing,
financial and economic goals in terms of reducing the long-term,
project-based assistance, and minimizing the risks of large FHA
losses. And then there are managerial and administrative goals—
promoting, operating, and cost efficiencies, addressing problems
that have occurred over the years by terminating relationships
with owners or managers who have not met their obligations, es-
tablishing a network of local public and private entities to admin-
ister the Mark-to-Market Program, involving tenants in one of the
most substantive ways that we have ever seen, and providing a
consistent, prudent, and documented process for all participating
properties.
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The environment today, both the economic and the political envi-
ronment, differs markedly from when this legislation was first
passed. Fewer properties have entered the program than we had
expected.

Nonetheless, the Mark-to-Market Program offers a win-win op-
portunity for government, for taxpayers, for tenants, and for com-
munities. And as more deals are closed, we save more money by
reducing excess payments on Section 8 subsidy contracts, ensuring
that the properties involved are on a sound financial footing, pre-
serving needed units of affordable housing, and thereby meeting
the goals of the Mark-to-Market Program.

Before you, you see a chart.

[Pause.]

You almost saw a chart.

[Laughter.]

Almost 900 properties, comprising over 63,000 units, have gone
through the Mark-to-Market process, resulting in a net savings of
almost $900 million, a present value of over half a billion dollars.
A big job remains—about half the properties assigned to OMHAR
are still in the process, representing an additional net savings of
$1%% billion over 20 years, or a present value of over $800 million.

We will talk about the costs later, but the operational costs, not
including the PAE’s, are about $40 million. So what we are seeing
is a very significant savings compared to what we are spending.

Chart 3 shows that in addition to the large number of contracts
that expire through the remainder of the fiscal year, there are
3,400 more Section 8 contracts expiring in the next 3 years, about
a third of which are estimated to be above market.

You will hear some folks say that we got off to a slow start. I
will probably agree with that. But what you hear today is that the
Mark-to-Market Program is operating efficiently and effectively.
Part of our management approach, and you will read this in the
various reports on OMHAR, has been to integrate constructive
feedback from all of the stakeholders, enabling us to incorporate
significant improvements in the process.

We have not been the type of organization that set up everything
in place day one and then said, “We got it right. We got it perfect.”

We did not, but we spent a lot of time listening to the various
stakeholders, making the needed changes, listening to the owners,
making the needed changes, and adjusting as we went along. We
are operating with an experienced and highly motivated staff and
with public and private contractors.

Let me give you a better idea of what we have done.

We currently have almost 1,800 properties with about 140,000
units. We are facilitating to preserve them. The underwriting
requirements of the Mark-to-Market Program ensure that these
affordable housing properties will be operated in a manner to en-
sure their ongoing viability. At a time when affordable housing
is in short supply in many parts of the Nation, Mark-to-Market
Program provides critically needed continuity to many communities
and residents.

One of the Nation’s largest apartment owners, Denver-based,
AIMCO, has 110 projects in the program, considers the Mark-
to-Market Program important to AIMCO and its residents in its



10

affordable housing portfolio. And here, though it is not in my
testimony, let me take a side note and say, this was one of the in-
novations we created. Originally, when AIMCO came in, they
might have had to deal with PAE’s in 25 or 30 different States and
four regional offices.

We created a large owner program so that they could facilitate
access to the properties, and they would only have to deal with one
regional office and two PAE’s. They were able to bring in properties
that not only were expiring before September 30, but, importantly,
after. That is one of the innovations.

What they have said about us is that the program will enable
them to continue to provide safe and decent affordable housing to
qualifying tenants for many years to come while protecting HUD
from claims under its mortgage insurance programs. The program
is an important element in addressing the affordable housing re-
quirements in the country. Their statement has been submitted to
the Subcommittee.

Completed transactions so far have resulted in a savings of just
under $900 million, with $2.4 billion to go. And present value, it
is $500 million and $1.3 billion. This is not a final tally of the
Mark-to-Market Program, since additional properties expected to
enter the Mark-to-Market Program between now and the sunset
date will generate future savings.

I have one property here. The property is called Monview
Heights. It consists of 326 units in West Mifflin Pittsburgh. It is
a working class neighborhood roughly 5 miles from Pittsburgh.
There is going to be a net savings to the Government after a re-
structuring of almost $12 million.

Now, I know that the way the Federal budget works, you cannot
just take it from one pot and put it into another. But when we have
been paying so much money in excess of the market at a time when
there is such a drain on money for affordable housing, if we can
save that type of money, preserve the housing, keep people in their
place, to the Federal Government as a whole, that is more money
that can be used for other purposes and, hopefully, for affordable
housing. Let me share some of the processes that we adopted to
make sure this happened.

We made sure that there were national standards for consist-
ency, but we enabled local solutions to local communities and local
governments. We utilize a small staff of Government employees to
leverage public and private contractors. There are less than 100
OMHAR employees nationally. We rely on business- and market-
oriented principles to set rents. We encourage tenants to partici-
pate. And we maintain communications and we share information
with all of the stakeholders.

The result of the process is savings to the Government, and to
the taxpayer, that are generated even as the affordable housing re-
mains available, and even as the physical condition is improved.

The fundamental complexity, though, the reason why you might
have heard we got off to a slow start, has to do with the nature
of the work that must be accomplished to restructure a property.

It is not an easy task.
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The original thinking of we just set rents to market leads to a
whole host of questions—What is the market? How do you assess
it? How do you appraise it? How do you know?

We just cannot go out there and say, it should be a percentage
of Fair Market Rent (FMR), because most people will tell you that
the fair market rents are often neither fair, nor market.

There is no national database. This really shocked me. There was
no national database where you can go in and submark-to-sub-
market, find what the rents are in that particular community. So,
property by property, we have had to go in and assess them all in-
dividually. These are all one-off, difficult work-outs. They are not
anything that can be done en masse.

The real estate work-outs occur in the context of a very complex
legislative and regulatory environment, and it also includes nego-
tiations with property owners, PAE’s, tenants, lenders, and others
in the community.

Additionally, some properties, despite having rents above mar-
ket, have physical, financial or managerial problems, even before
the rents are reduced.

The legislative requirements of OMHAR are explicit regarding
transaction costs and cash flow to owners. For instance, there is a
mandatory 75-25 split the moment a deal is restructured.

These terms created some difficult hurdles for us. In some cases,
property conditions or ownership problems have been such that we
have not been able to close a restructuring transaction or continue
assistance on a project-based basis. At that time, we have to figure
out how to best protect the tenants and sometimes we have to
voucher the property.

How has OMHAR responded to these challenges?

We have listened to our stakeholders. We have implemented
changes when prudent and reasonable. We have developed a pro-
gram as flexible as possible within the context of legislation. And
as a result, starting last summer and moving into the fall, we met
with all kinds of stakeholders, resulting in revisions and initiatives
to address their concerns.

First, we introduced additional performance-based incentives for
participating owners. Every year after the Mark-to-Market Pro-
gram, if the property meets its physical, managerial, and financial
standards, the property owners will receive a market level of re-
turn on the capital they were required to invest.

Now you might say, why didn’t we offer this earlier?

Remember the context in which we were working, where people
were thinking that owners were just simply getting too much.

To have added to that at the time, and this was the direct feed-
back that we got, was we would make the deal too rich. And so
what we did is we listened and we listened to the owners’ commu-
nities and we listened to the tenant groups and we listened to the
nonprofits. I personally sat down with the Inspector General and
I said, this is the problem that we are facing. The deals will not
work from a financial point of view unless we do this. And she put
out her concerns, which had to do with how they were going to be
monitored afterwards, and in the end, agreed with us.

That was not something that we could have done earlier.



12

Second, we introduced incentives for purchasers, recognizing that
the additional costs they will incur over costs typically incurred by
owners. This is true for both for-profit and not-for-profit owners.

Third, we made use of the statutory authority to forgive second
mortgage debt when appropriate. And Chuck Wehrwein, who will
be speaking later, works for Mercy Housing, was someone on our
stakeholder panel who was working for a nonprofit, who can tell
you about the benefit of the reduction of that debt.

Finally, we introduced reforms to improve the level of commu-
nication between owners, OMHAR, PAE’s, and purchasers. We
gave owners and purchasers the right to receive various important
information throughout the restructuring process, and we formal-
ized the notification and appeal process.

Some other things which I will go through quickly.

We created an agreement with Ginnie Mae. We created a large
owner initiative. We have responded to concerns and comments
from our partners. All of these initiatives have demonstrated our
commitment.

So where are we today?

We have closed 126 full restructurings. We have about 75 in the
pipeline in the next 60 days. Five hundred what we call Lites,
which was a program innovation where people could take the rent
reduction without the debt restructuring. We have 116 in owner
negotiations, 331 in due diligence and underwriting, another 300
expected to come in. The thing is moving.

As the Commissioner said, there is absolutely more work to be
done. The program is in place. Yes, it took time for the program
to build its infrastructure. I want to make a side comment here.

One of the things that we did at the very beginning was we
looked and we listened to what had failed in the past. And one of
the lessons was coinsurance.

What people said to me was, do not start rushing in to do deals
right away. Build the infrastructure first. I said this before this
body 2 years ago.

We took a lot of heat for that approach, but in the end, we have
the right structure. We have a structure that stood up to public
scrutiny, not once, not twice, but three times. And we have a pro-
gram that is working and working in a way that not only finan-
cially and not only from a preservation point of view, but also ethi-
cally, I feel completely comfortable standing before this body and
saying, we did the right thing.

Staffing—we have less than a 100 staff on board. Only 38 are
permanent, 49 are temporary. And this is one of the core problems.
Two-thirds of our staff is comprised of production staff who oversee
the PAE’s, who review the deals, who conduct the closings. Three-
quarters of those field staff that are completing the restructurings
are term employees, which means that their jobs with OMHAR ex-
pire in 102 days.

The staff has incredible backgrounds. As envisioned under the
legislation, we have people from the RTC, from the FDIC, from
lenders, from nonprofits, from HUD, and from other Federal Gov-
ernment agencies. It is an incredibly broad staff. I am absolutely
impressed by their dedication and their professionalism, especially
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knowing that some of them are worried about what is going to hap-
pen to them personally on the September 30 sunset date.

The PAE’s—our partners, are the third parties who actually do
the nitty-gritty work. And what we have seen is that there has
been a consolidation. We had 42 public PAE’s and nine privates.
We are now working with 25 publics and nine privates. Why?

One of the things that we learned again is that this job was very
tough, difficult real estate work. This was not just tax credit alloca-
tion. Nor was it bond issuance. It meant very difficult real estate
knowledge. And what we saw was that there was slower than ex-
pected deal flow, which means that the volumes were insufficient.
The restructuring process was much more rigorous than they ex-
pected. Their staff had other priorities. And there were many roles
in terms of being a Section 8 contract administrator and lender.
That led to some conflicts.

The consolidation has actually worked very effectively. But with
900 deals under the belt, and more to come, we have a stable ca-
pacity. It is important to emphasize that public entities can and
will continue to play a vital role, even though in certain cases being
a PAE has not been the best role.

HFA'’s, in their traditional role, and I am a former HFA director,
as affordable housing lender, tax credit allocator, or allocator of
housing grants, they are very well positioned to work with us to
provide funds to restructure properties. In addition to their work-
ing relationships, public entities can often be very helpful in
terms of knowledge about the properties and the owners in their
jurisdiction.

Chart 6 shows that we have arrived at a balance—in quality, in
oversight, and in timeliness, that is working. To date, OMHAR has
cost $32.4 million in staff and other costs, due primarily to the fi-
nancial advisors, achieving savings of $866 million. That is a pretty
impressive ratio.

What do we need to finish the job?

September 30, 2001, the sunset date called for in the MAHRA
legislation, is fast approaching. Planning must occur now to deter-
mine the Government’s approach to reducing rents on expiring Sec-
tion 8 contracts after that date. Without the legislative authority
to reduce a property’s mortgage payment when it is reduced, HUD
will have to watch Section 8 properties struggle with excessive debt
burdens. Owners may cut back on maintenance to make ends meet
or default. And if we do not do something quickly, people are going
to be looking for other positions. Over half of OMHAR’s staff expire
with the sunset.

The Mark-to-Market Program and its stakeholders will need an
assurance of continuity in order to maintain the momentum, in
order to continue to bring the benefits of affordable housing units.

Mr. Chairman, we have a compelling story. We are not only pre-
serving affordable housing, but also doing it at a ratio where cost
savings are 20—1 of what our costs are.

We are happy to work with the new Commissioner and the new
Secretary toward a cooperative solution so that this terrific pro-
gram can continue.

Thank you.

Senator REED. Thank you very much, Mr. Peppercorn.
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We have been joined by Senator Dodd of Connecticut. Senator
would you like to make a comment?

COMMENTS OF SENATOR CHRISTOPHER J. DODD

Senator DopD. Mr. Chairman, I would ask unanimous consent
that my comments be included in the record at this point. But let’s
move along with the witnesses.

Senator REED. Thank you.

Without objection, Senator Dodd’s comments will be included in
the record.

Mr. Guerrero, could you strive for 5 minutes?

STATEMENT OF PETER GUERRERO
DIRECTOR, PHYSICAL INFRASTRUCTURE ISSUES
U.S. GENERAL ACCOUNTING OFFICE
ACCOMPANIED BY RICHARD HALE

Mr. GUERRERO. Yes, Mr. Chairman.

Senator REED. Thank you.

Mr. GUERRERO. We are pleased to be here today to discuss our
report on the Mark-to-Market Program.

As you know, this program is aimed at preserving affordability
of low-income rental housing, while reducing the cost of rental as-
sistance subsidies. More specifically, the program provides a frame-
work to restructure Section 8 properties by lowering rents when
those contracts expire and by also reducing mortgage debt if such
action is necessary for the properties to continue to have a positive
cash flow. Without such restructuring, rents for many of the ap-
proximately 8,500 properties in HUD’s portfolio would substan-
tially exceed market levels, resulting in far higher Federal sub-
sidies under the Section 8 program.

As provided for in the Act, OMHAR has contracted with public
and nonpublic entities—these are referred to as PAE’s—to carry
out the mark-to-market restructurings on behalf of the Federal
Government. There are two kinds of restructurings. The first is
referred to as a full mortgage restructuring and involves reset-
ting a property’s rents to market levels and reducing its mortgage
debt by the amount needed to insure the property achieves a
positive cash flow. The second type is referred to as a rent restruc-
turing and it involves reducing the property’s rent levels, but not
reducing its mortgage debt. This type of restructuring generally oc-
curs when the property is physically and financially sound, so that
it can continue operation at market-level rents with the existing
mortgage.

Legislation does expire at the end of this fiscal year. After that,
HUD will still be required to renew Section 8 contract rents at
market levels, but the tools established by the Act for restructuring
the mortgage notes will no longer be available. OMHAR’s authority
would also terminate at the end of this fiscal year without further
action.

Our statement today focuses on three issues. First, the status of
this program. Second, factors that have affected the pace of the
program. And third, advantages and disadvantages to continuing
the program and OMHAR.
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In summary, we found, first, as of May 2001, approximately
1,500 properties were in OMHAR’s Mark-to-Market Program. Fig-
ure 1 in my written statement shows that about 60 percent of these
properties will receive full mortgage restructurings and the other
40 percent will receive rent restructurings.

Figure 3 in my written statement shows that OMHAR has com-
pleted about 12 percent of the properties requiring a full mortgage
restructuring and about 84 percent of the properties requiring rent
reductions.

Figure 4 in my statement shows that OMHAR estimates the Fed-
eral Government will realize about $500 million in savings over a
20 year period from the restructurings that it has completed so far.

However, for some properties that have not successfully com-
pleted the restructuring process, the requirement to reduce rents to
market has decreased the properties’ cash flows, increasing the
likelihood that these properties will develop physical and financial
problems later on down the road. And we believe that these prop-
erties need to be very closely monitored by HUD.

Second, Mr. Chairman, we found that various factors have af-
fected the pace of the program. It took almost 2 years to get it up
and running, during which time, as you heard, OMHAR had estab-
lished the infrastructure to begin assigning the large volume of
properties to the PAE’s for restructuring.

Other factors may have slowed the process as well. The initial
process that OMHAR used for reviewing and approving restruc-
turing deals and detailed requirements contained in the program’s
operating procedures guide, and the unwillingness of some owners
to participate in the program, were all factors.

However, OMHAR has taken actions to address these matters
and program stakeholders that we talked to, believe that the pace
of the program has improved.

While the program has proceeded more slowly than OMHAR
originally estimated, many stakeholders believe that OMHAR'’s
progress in implementing the program has been reasonable, given
the program’s complexity and the number of tasks that needed to
be accomplished.

Third, Mr. Chairman, we found that extending the program past
its scheduled termination date would be more advantageous to the
Federal Government than ending the program.

As shown in Figure 5 in our prepared statement, there is over
1,300 Section 8 contracts with above-market rents that will expire
over the next several years. If rents on these properties are marked
down to market levels, as they would be required to do, even if the
authority expired, without providing for mortgage restructuring,
the reduced rents may not be sufficient to provide revenues to
cover operating expenses, mortgage payments, and much needed
repairs. This would force the owners to reduce expenditures for
maintenance, adding to the possibility of deteriorating properties
and possibly defaults on these properties.

Such outcomes—deteriorating properties and claims against the
FHA insurance fund—are outcomes that are generally viewed as
undesirable and would have an undesirable impact on the afford-
ability of American housing.
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Extension of the program, on the other hand, would permit Sec-
tion 8 property owners with above-market rents and unexpired con-
tracts to benefit from the restructuring tools that are currently
available and prevent the adverse effects on affordable housing
that could occur if the program is not continued.

For this reason, all of the program stakeholders who participated
in our panel, our expert panel that we sponsored as part of our
work, support the continuation of the program beyond the end of
this fiscal year when it would otherwise terminate.

Finally, Mr. Chairman, we agree with the view expressed by
most program stakeholders that the administration of the Mark-to-
Market Program should continue to reside in an office dedicated to
the program’s implementation and that office needs the resources
and expertise to administer the program and oversee these complex
transactions.

Some stakeholders felt that integrating this program into HUD’s
Office of MultiFamily Housing could improve efficiency, transfer-
ring program responsibilities from OMHAR to HUD without dedi-
cated staff to administer the program could disrupt momentum.

There was also concern that if OMHAR staff transferred to HUD
were not assigned specifically to this mark-to-market function, they
could be reassigned by HUD to perform other HUD functions. And
this is given to the fact that we have consistently been told that
the HUD field offices and staff are stretched very thin. So this is
a well-founded concern.

In conclusion, Mr. Chairman, if the legislative authority for the
Mark-to-Market Program is allowed to expire on September 30 of
this year, HUD estimates it will have to reduce the rents to market
levels for some 1,300 properties without having the tools necessary
to mitigate the potential adverse effects of such reductions. Doing
so could both affect the quality and availability of affordable hous-
ing. While transferring authority for the Mark-to-Market Program
to HUD’s Office of Housing could potentially help facilitate the co-
ordination of some mark-to-market related functions, care must be
taken to retain program staff resources and expertise.

Thank you.

Senator REED. Thank you very much, Mr. Guerrero.

Let me begin the round of questioning by addressing a question
to Secretary Weicher. Mr. Weicher, what specific changes would
you be urging at this point with respect to extension of the Mark-
to-Market legislation?

Mr. WEICHER. What changes in the authority? Mr. Chairman,
that discussion is still going on within the Administration and at
this point, we do not have a specific set of recommendations to give
you. I wish that we did and I can assure you that we will be giving
you recommendations as quickly as we possibly can.

Senator REED. Thank you. So, we can anticipate informally being
contacted with your proposals, both Senator Allard and I?

Mr. WEICHER. Yes, you can. And formally, on behalf of the Ad-
ministration as well.

Senator REED. Thank you, Mr. Secretary.

Mr. Guerrero, I will ask you the same question from your per-
spective, and Mr. Hale’s perspective. What changes would you sug-
gest as we go forward to the mark-to-market?
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Mr. GUERRERO. We provide in our report that is soon to be issued
a number of specific changes that key stakeholders thought would
be helpful to continue to move this program along. We took no
position on those matters. We simply enumerated them. Some of
them include providing for additional funds to help with the reha-
bilitation of these properties necessary to keep these deals moving.
Others deal with the administrative process in terms of getting cor-
rect rent comparability studies that OMHAR feels that they can
rely on in the beginning of the process—studies that are accurate
and complete.

First I would say that the most important factor, though, that we
recommend here is, prompt action. Because of the deadline,
OMHAR will lose contract staff that have unique expertise in this
program if there continues to be uncertainty with regard to the fu-
ture of this program. Also, that uncertainty will have an adverse
effect on owners of these properties creating some uncertainty as
to what exactly to do. Is it better to wait? Is it better to come in
now and proceed with these deals? So moving quickly is the most
important thing that we could recommend.

Second, the other thing that we would recommend is certainly re-
newing the authority for restructuring the mortgages. We think
that that is critical to preventing future defaults and deterioration
of these properties.

Third, we would recommend that wherever this function resides,
whether OMHAR continues, whether it goes to HUD’s Housing As-
sistant Secretary, it is important to have dedicated staff and re-
sources to continue the momentum of the program.

Senator REED. Thank you, Mr. Guerrero. You point out, as you
alluded to in your report, that, in your words, it would be workable
to place OMHAR under HUD’s Office of Housing, so long as such
action does not disrupt program momentum.

One of the aspects of OMHAR is that, as you point out, many of
the staff are contract staff that are, as I understand, reimbursed
on not a typical civil service scale. Is that correct?

Mr. GUERRERO. That is correct.

Senator REED. So in any transfer of functions directly under
HUD, your presumption would be that you would have to main-
tain that scale of compensation and the same type of contractual
arrangements?

Mr. GUERRERO. That is correct.

Senator REED. And there is, I presume, a danger by integrating
it into HUD, or at least an issue whether or not that same type
of reimbursement and contract schedule would be maintained.

Secretary Weicher, is that one of the considerations?

Mr. WEICHER. Well, we certainly are aware of the issue, Mr.
Chairman. We know that it is a problem. We know that financial
regulatory staff in Washington are typically paid better than staff
who perform other functions in various Cabinet agencies. So, we
certainly intend to address that question seriously. And while I
cannot offer you a specific recommendation from the Administra-
tion on this point, I can restate our commitment to making this
program continue to work, not lose the momentum that has been
built up, and see this thing through to completion as expeditiously
as possible.
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I might also say that the Secretary has general authority to pay
above the GS scale in certain situations at his discretion and that
becomes a possibility in addition to the differential that is estab-
lished for financial regulatory personnel.

Senator REED. Thank you.

Let me now call upon Senator Allard, the Ranking Member.

Senator ALLARD. One thing that I think would be helpful to us
on the Committee here is to follow up on the recommendation from
the panel of experts that you had there.

They recommended two main options for program administra-
tion. They recommended OMHAR or HUD’s Office of Housing.
Could you explain to us what you view as the pros and cons to each
one of these options?

Mr. HALE. Certainly, Senator Allard. Actually, some of those
have been discussed.

I think the main perspective of people who favor transferring the
program into HUD’s Office of Housing were well articulated by Mr.
Weicher, that they felt like it could facilitate coordination between
the office responsible for the program and other activities con-
ducted by the Office of Housing that deal with multifamily prop-
erties covered in this program.

But the preponderance of people that were on our expert panel,
many of whom are here today, supported a continuation of OMHAR
or an OMHAR-like office that would still have resources and exper-
tise dedicated to the administration of the program. And as Mr.
Weicher said, and also Mr. Peppercorn, I think given the com-
plexity of this program and the difficulty of carrying out the re-
structuring actions under it, it is important to have staff that are
dedicated to the program and understand it and have the capabili-
ties to complete these actions.

Senator ALLARD. Mr. Peppercorn, how long do you think we need
to reauthorize the Mark-to-Market Program?

Mr. PEPPERCORN. Three years seems to be a reasonable number.
When you project out the deal expirations, most of them will have
come in by that time.

Senator ALLARD. Are you of the view that this is something that
we will have to have in place permanently that will always have
a restructuring need out there?

Mr. PEPPERCORN. I think Congress did a pretty wise thing by
saying that a particular office has a sunset date. I think it is a bet-
ter idea to extend for 3 years, as opposed to permanently, and then
come back at the end of 3 years again and say, do we need this
now or are we done?

Did I answer your question, sir?

Senator ALLARD. I think you did, yes. Not directly, but certainly
indirectly.

[Laughter.]

Now, your estimates also indicate the number of restructurings
will steadily decline with time.

Mr. PEPPERCORN. Yes.

Senator ALLARD. What do you think should be OMHAR’s need as
far as budget and staff members?

Mr. PEPPERCORN. It is going to be about the same for a while be-
cause it has taken a little over a full year to complete. So that
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means that even if they are coming in at about the same level, or
even with a slight decrease in the next year, it is still going to take
1 or 2 years for that work to taper off.

I would say, for the most part, the number is pretty close. We
are actually authorized for 101. We have tried to be efficient. We
are only in the 80’s at this point in time.

Let me also point out that if in fact the work goes down, there
are ways in which the skills and talents of the people in this office
can be used. You have people who really understand real estate,
that understand how to set markets that could potentially do other
work-outs.

So if for some reason the workload drops off, I think the Sec-
retary and the Commissioner have a terrific team that could poten-
tially be deployed for some of the other needs in the organization.

Senator ALLARD. I would like to turn now to the General Ac-
counting Office. I do not know which one of you would need to an-
swer this question. But I would like to have your view on the
length of time for reauthorization. And then your view on admin-
istering the office and the number of employees.

Mr. GUERRERO. I think the consensus seems to be around 3 years
and we would support that. We think that is a reasonable number.
There is also merit to having that a firm 3 years because it encour-
ages the parties to come to the table, knowing that there is an end
to this process and that entering into the process sooner than later
is to their mutual advantage.

The resources—we do not really have any particular view as to
what that would entail, but we could get back to you on the record
with some estimate of what resources would be required for that
extension.

Senator ALLARD. Mr. Chairman, I know that I am running short
of time, but I have just one more brief question here, if I may, for
Mr. Peppercorn.

Senator REED. Yes, go right ahead.

Senator ALLARD. Thank you. Would you explain to me in a little
more depth about these properties where we had rent adjustments.
There seems to be a general feeling that they should have had total
debt restructuring, and just what is going on in those properties.

Mr. PEPPERCORN. Absolutely. It is probably the most difficult
problem that we face. When MAHRA was created, what happened
was, in addition to requiring that rents are reduced, there were
also other restrictions that were put on the property. For instance,
the moment you had a dollar written off into a second mortgage,
the proceeds of the cash flow had to be split, 75 percent going back
to the Federal Government, 25 percent going to the owner.

Second, any rehab needs, the owner had to come up with 20 per-
cent in cash of those costs.

Third, and we have adjusted this somewhat, they were asking to
be extended out for 30 years. We were asking them to extend out
for 30 years. They were only getting back a Section 8 contract of
1 to 5 years.

What that created was a dynamic where many owners simply did
not want to participate. They did not want to lock into their cash
flow being so constrained. They did not want to lock into 30 years.
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And so, what they did was they tried, in essence, to say, we will
take the Lites. We will get our rents reduced. Leave me alone.

What has happened, though, is in certain cases, the property
cannot be sustained, in our belief, sufficiently to keep that going.

What are the options at that point?

We cannot go in and force the owner to accept a debt restruc-
turing. We cannot legally go in and take the property away. So
when an owner says no, I do not want a full debt restructuring, for
whatever reason, it creates the most difficult problem we are fac-
ing, which is, we now have a legal obligation to reduce the rent.
We know that the property really needs a debt restructuring. The
owner will not agree. And then the question is, what do you do?

The system that has been created, and we have worked with
both Housing and the GAO on, is a system called a Watchlist.
There is no one I know that is completely comfortable with the way
that is working. We all know it is a challenge. We are absolutely
open to ideas on how to make it better, how to fix the problem, be-
cause you are putting your finger on exactly the most important
and most difficult problem we are facing.

Senator ALLARD. Yes, and I am struggling with that myself, and
I was hoping you would have some suggestions.

Thank you, Mr. Chairman.

Mr. PEPPERCORN. Thank you.

Senator REED. Thank you, Senator Allard.

Senator Sarbanes.

Senator SARBANES. Thank you very much, Mr. Chairman.

Mr. Peppercorn, first of all, let me say that the Members of the
Committee share your generous evaluation of Senator Bayh and we
were pleased to hear it. We will commission the staff to make sure
that he hears of your very kind remarks here this morning.

[Laughter.]

Mr. PEPPERCORN. Thank you.

Senator SARBANES. Mr. Weicher, we are pleased to have you
back, now confirmed as the Assistant Secretary. I thought we had
an interesting nomination hearing. In fact, I thought it was very
useful and very helpful, and perhaps, although you were on the hot
seat for a while, perhaps a good example of how a nomination hear-
ing can be very helpful in terms of clearing a nominee and devel-
oping some policy.

Is it the Administration’s intention to actually submit to us a
piece of legislation? Are you just going to give us ideas of what you
think should be done, or is it your intention to actually send us a
draft bill?

Mr. WEICHER. It is our intention to send you a draft bill. It may
not be a long draft bill, but it is our intention to send you one.

Senator SARBANES. All right. Now I was looking at your state-
ment, where you say, “There appears to be general support for an
extension of the restructuring authority beyond the current sched-
uled expiration date.”

Do you see where I am?

Mr. WEICHER. Yes, Senator.

Senator SARBANES. Then you go on to say, “The Administration
will be submitting legislative recommendations on how best to pro-
ceed with that extension.” I reread that sentence three or four
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times. I was kind of looking for the word after submitting, like
soon, promptly

[Laughter.]

In the near future, post-haste.

[Laughter.]

I did not find it. What is your response to that?

Mr. WEICHER. Senator, I think you are a careful reader.

[Laughter.]

Let me say that we will be submitting legislative recommenda-
tions as quickly as possible.

[Laughter.]

And let me say also that the Subcommittee has made clear that
it would like those recommendations as quickly as possible.

Senator SARBANES. Let me underscore that with this observation.
I will put a question to the GAO people.

It is my understanding, at least from general reports, that the
staff that has been assembled at OMHAR, although they have had
some slowdown in getting going, but now they are going, and that
there is generally respect for the quality and the competence of
that staff. Is that correct?

Mr. GUERRERO. I think that is a correct assessment.

Senator SARBANES. Now, Mr. Peppercorn, what is going to hap-
pen to that staff if we run up toward the end of the fiscal year and
there is not a reauthorization, and come September 30, you are
confronted with sort of a drop-dead problem?

Mr. PEPPERCORN. They are worried. I mean, we talk regularly.
They are comforted by what Commissioner Weicher and the Sec-
retary have said in terms of their intent and what everybody be-
lieves will happen.

But as somebody said to me in one of our regional offices last
week, well, we know what you think, Ira. We know what they
think. We know the direction it is going to go in. But I have a
mortgage to pay and kids to feed. So the closer and closer you get
to September 30 without a formal renewal, the more difficult it is
for the very talented people on the staff to hang in there.

Senator SARBANES. I think generally here, we share a respect for
that staff. I think the intention is to reauthorize. And so, I think
you can communicate that to them as well.

Now, I come back to Mr. Weicher. We are on a fairly tight time-
frame here and I want to underscore that. We are in this week and
next week. There is then a break for July 4. We are then back for
a July period. And I think we should be aiming to try to move this
bill through the Senate during that period because, at the end of
that period, there is an August break. We are not here at all in the
month of August, and we come back after Labor Day. If we do not
move the bill out of the Senate during the July period, we will be
a little behind time.

Of course, the House would have to move a bill as well. You
would have to reconcile whatever differences and get something
into law by September 30. So, we really do need something from
the Administration quite quickly.

Now that may argue for you simplifying or streamlining what
you submit. Obviously, the more far-reaching it is, the more it
needs to be worked over.
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I think my colleagues would agree that is the scheduling frame-
work within which we are now operating. We do not want to lose
these people. It seems that finally, we have a good crew put to-
gether and they are doing a good job and we want that process to
continue along.

I feel strongly about this because there is a lot of affordable
housing out there. We do not want to lose it. Some of this restruc-
turing, we are in the process also of refurbishing this housing and
maintaining, sustaining the inventory and keeping it. And we have
a very serious affordable housing problem.

Now, we discussed production at your hearing and that is a sepa-
rate issue. But at least this existing housing, affordable housing,
I think we have to place a great premium on sustaining it in the
inventory.

Senator ALLARD. Would you yield?

Senator SARBANES. Yes.

Senator ALLARD. How are we doing on filling up your positions,
your appointments, nominations and what not? Do we have your
area where you need suggestions to set public policy in this area?
Do we have those positions pretty well filled, or are we still strug-
gling to get those filled?

Mr. WEICHER. I believe you have two confirmation hearings on
Thursday of this week with Mr. Rosenfeld and Ms. Antonelli. And
I believe there are three others who are in the process of nomina-
tion, or being named by the President.

Senator SARBANES. Yes, but the remaining three, they are not
before us.

Mr. WEICHER. No.

Senator SARBANES. The ones that are before us, we will have a
hearing on.

Senator ALLARD. And if there is some way that we can put those
that haven’t been put forward by the Administration, that we can
put them on a faster track or somehow, I think we would all prob-
ably appreciate that so that we can move forward and get your rec-
ommendations, get as much help on board for you, because this is
pending legislation that is going to come up here quickly.

Senator REED. Again, I think that Senator Sarbanes’ point is
very well taken because of the schedule. We certainly would benefit
from the recommendations of the Administration. But at some
point, just because of the time schedule, we will have to move.

Mr. WEICHER. I think those are all very reasonable statements,
and I think that is a very reasonable schedule, Senator Sarbanes,
that you have set forth. It certainly seems to me to make sense.

If this is legislation that you are trying to deal with on Sep-
tember 29-30 and with detailed changes, then I think we may all
not be very happy with the outcome after the dust settles.

I think we know the schedule. We are working to get you our rec-
ommendations as quickly as we can, and we realize the more com-
plicated the recommendations are, the more complicated the legis-
lative consideration process will be.

Senator SARBANES. Well, I think, to sharpen it up, I think it
would be very helpful to have your recommendations by the end of
this month, or certainly into the first week in July, which is when
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we are away, so that it is available to us when we come back in,
and we can incorporate it into our thinking as we move towards
a fairly prompt mark-up in July.

We not only have the problem of moving it through the Com-
mittee, but then finding time on the Senate calendar in order to
take it up, although, hopefully, this would be a noncontroversial
piece of legislation. It would be easier to do, to move it on the floor,
without a great commitment of time. These things have a way
of getting backed up. It would not be so serious if we were not
running the risk of losing this team that has been assembled and
put together, which most everyone thinks is currently doing a
creditable job.

Mr. WEICHER. We certainly do not want to terminate the activi-
ties of OMHAR and we do not want them to be terminated by inad-
vertence, either.

I think, Senator, you have given us a very reasonable timetable
and we will do our best to meet it.

Senator REED. Thank you, Mr. Chairman.

Senator Dodd.

Senator DoDD. Thank you, Mr. Chairman. And that is the line
of questioning I had as well for Mr. Weicher.

First of all, let me thank all of you for being here and testifying.

Just to explore this a bit, the timeframe, and Senator Sarbanes
and the Chairman have identified it, well, even in July, we are
looking at a series of appropriations bills which can just consume
the entire time on the floor of the Senate.

One Senator on this kind of a matter could basically kill this, is
the way I see it, with the timelines being what they are. It is not
going to take any Herculean effort here to stop the reauthorization
of this program.

And so, it becomes, I think, not only important in terms of sub-
mission, but I would like to just explore with you, to what extent
you think this is worthwhile reauthorizing.

It seems to me that this is not de novo, and I understand the
need for having people in place obviously to help administer. But
we are not talking about the creation of an office here. We are now
talking about an established record, at least I see an established
record, and the GAO seems to confirm that.

I realize you do not have a plan yet. I would like to explore with
you whether or not you think it has been worthwhile.

Obviously, if the Administration in its language is not particu-
larly pleased with this kind of an operation, that you have some
kind of problems with it, I think it is very helpful for us to know
that today.

I can wait for your submission in July, but at that point, I need
to get from you whether or not you think this office and this par-
ticular effort has been in the best interest of everyone involved. Or
do you think it ought to go to FHA?

I know there is a turf battle going on here a bit, but aside from
doing that, is this in your view—you are an experienced person.
This is not something we are just bringing up to you today for
the first time. You are very familiar with it. What do you think of
it? We can get into the details of it, but has this been worthwhile
or not?



24

Mr. WEICHER. Well, Senator, to expand a little bit on what I said
in my prepared statement and my opening remarks, the Secretary
has said on behalf of the Administration that we want to extend
the basic authority of OMHAR.

Senator DoDD. Yes.

Mr. WEICHER. We are about halfway through a process that you
put in motion in 1997. We think that process should continue. We
do not believe, and I have not heard anyone say this morning, that
at this point, we should adopt a new approach to deal with the last
half of the properties that are going through the system.

The questions are likely to concern the administrative structure
of the office and its relationship with the rest of HUD and it may
involve some suggestions for changes in the specific authorities. I
notice some suggestions in some of the testimony from the second
panel. But, as I also said, this is as tough an issue as any of us
are ever likely to face in HUD, and that is saying something. There
are some competitors for that title.

But this is something that you all have been wrestling with for
years. We have a strategy that you adopted after a great deal of
hard work in 1997, and it is our view to carry that strategy for-
ward to conclusion.

I hope that is responsive.

Senator DoDD. It is responsive, and I appreciate that very much.

Are you satisfied as well with Mr. Peppercorn’s numbers in
terms of the cost savings that have been realized up to this point?
Or is there some debate about that?

Mr. WEICHER. There is no debate on them. I have not sat down
myself and gone through the numbers. Having said that, let me
go back and say that there is, as far as I know at this point, no
de-bate on them. I think we all have slightly different numbers.
Those numbers change every time there is a new resolution or
restructuring.

Senator DoDD. Yes.

Mr. WEICHER. And I think if you sat down and looked at the tes-
timony of everyone, you will see some differences.

Senator DoDD. Is there any authority which exists within the De-
partment, for instance, if we were unable, for whatever reason, to
adopt legislation? Is there some way the Secretary would be al-
lowed or could allow the office to continue in operation for a period
of 60 or 90 days, whatever, if Congress for some reason were un-
able of adopting, both Houses, a bill that the President was able
to sign?

Mr. WEICHER. I do not know, Senator, very simply. I hope that
if that were to happen, if we were in that situation, we would be
able to do that on some basis, but I am not a lawyer and I am not
an expert on legislation.

Senator DoDD. I might say if you would take a look at that and
let us know. That might be helpful in terms of just the clock up
here in terms of how we are functioning.

That would also get to the point that Senator Sarbanes has
raised. And again, I would just raise it here.

Have you had a chance to make any assessment of the quality
of the people in this office, Mr. Weicher?
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Mr. WEICHER. No, Senator, I have not. I have known Mr. Pepper-
corn since he was at FHA back in 1997 and 1998. Beyond that, as
you know, I have been in office for 18 days and I have not——

Senator DoDD. That is a long time.

[Laughter.]

Mr. WEICHER. It seems longer every day.

[Laughter.]

Yet met with the people at OMHAR.

Senator DoDD. Very good. You might just take a look because 1
think that point of obviously putting together this synergy of tal-
ented people, I do not need to tell you how that works. Obviously,
you have seen it in so many different capacities in your life. But
if you lose that, it falls apart, trying to replace it again, can get
right back to the very worthwhile critique of why this program took
so long to get going. And going back to the director of this program
and then putting the staff together. So, I think the notion that we
could end up losing some talented and bright people—the offers are
out there when you are that talented, to be able to move people
very quickly if you are in a situation where you are vulnerable.

I think that is worth mentioning.

Finally, Mr. Peppercorn, one of the concerns we have heard
voiced is that a number of the properties with above-market rents
are not being referred by FHA to OMHAR. What is going on there?
What is the problem there?

Mr. PEPPERCORN. That is something that we have talked to the
Office of Housing about. The properties need to go from the owners
to the HUD field offices and then over to us. I do not know what
the reasons are. And what we do is we look at the model and we
predict which properties we think will come in and which prop-
erties have not come in and see where there is a gap.

And we have communicated the data to the Office of Housing
and I believe that it is appropriate for them to really take a hard
look at the very question you are asking.

Senator DoDD. Well, Mr. Chairman, I notice that we do not have
anyone from FHA on our panel. You have a very complete panel
here coming up. But I wonder if we might do a letter to FHA.

Senator REED. Actually, Mr. Weicher is the Commissioner.

Senator DopD. Well, I know. But do you have any reason why
that is going on?

Mr. WEICHER. Senator, I do not know why that is happening at
this point. In the process of preparing for this hearing, I became
aware of this as a problem as seen by OMHAR and I have asked
our Office of MultiFamily Housing to ascertain what the problem
may be and see if we can identify for specific projects what else we
should be doing.

It is not our intention, it is not Secretary Martinez’s intention,
not my intention, to delay this process because of confusion and
bureaucratic difficulties between agencies. We do think, as I said
in my statement, that if OMHAR is within Housing, we have
better control over the relationships between the MultiFamily
Hubs and OMHAR and between the rest of the Office of Housing.
So that we do not have complicated conversations about what is
really going on.

Senator DoDD. Fine. Yes?
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Mr. GUERRERO. To put some perspective on this, we observed
that only 32 percent of the expired contracts in the last fiscal year
were referred to OMHAR. A look needs to be taken, as HUD indi-
cated, at the reasons for why that is.

One possible explanation we heard is simply the changing eco-
nomics in certain markets. We have had a very robust economy in
certain markets. That could account for why some of these prop-
erties when their contracts expire do not get forwarded.

Some of our panelists thought perhaps that would suggest a need
for a third party to look at the rent comparability studies that
begin this process, to ensure that they are accurate and reflect the
true market conditions, so that when you begin the process, you
are actually starting with good data.

Senator DoDD. Yes.

Mr. GUERRERO. And that would eliminate data as a potential
source of the fact that some properties that should be coming into
the system are not coming into the system.

Senator DoDD. That is a good suggestion.

Finally, Mr. Chairman the statute requires the tenants—for you,
Mr. Peppercorn—that significant stakeholders be involved in the
restructuring process. I guess the question that I would ask you is:
Are the PAE’s meeting this requirement?

Mr. PEPPERCORN. I think for the most part the answer is yes. I
know from an OMHAR policy point of view, the answer is abso-
lutely yes.

There have been cases that have been brought to my attention
where the PAE was not paying good enough attention to tenant
issues. Some of the things we have heard in particular were that
tenant meetings were scheduled during the day on family prop-
erties. That means that people cannot go. Every single time we
have heard an issue like that, we have stepped in. Some of this
was a learning curve on the part of the PAE’s.

Moreover, about 2 weeks ago, we brought in PAE’s and tenant
groups and OMHAR staff and housing staff from around the coun-
try to have a training session, to have people share their experi-
ences honestly.

And my sense of things is, it is not perfect but it is pretty good.

Senator DopD. Did GAO look at that at all?

Mr. HALE. Yes, Senator Dodd. Actually, when we had our expert
panel back in February, that was an issue that came up. We had
representatives from tenant groups there, as well as OMHAR. And
they expressed some concerns about just the things that Mr. Pep-
percorn was talking about, about meetings not being held appro-
priately, tenants not getting notification.

And actually, since then, we have followed up a couple of times
and to OMHAR’s credit, they have had a couple of additional con-
versations where they did bring in representatives, most recently
a couple of weeks ago, from the tenant groups and from a number
of PAE’s to talk about these issues. So that is positive.

Having said that, it is still going to be an ongoing situation that
OMHAR obviously will need to stay on top of to make sure that the
tenants do get a chance to participate.

Senator DopD. Thank you very much.

Thank you, Mr. Chairman very much.
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Senator REED. Thank you, Senator Dodd.

Thank you to the panel.

There may be additional questions which we would solicit in
writing. And I would urge you to promptly respond so that we can
move this process forward.

Thank you very much.

I would now like to call up the next panel, please.

Before introducing the second panel, I would like to yield to Sen-
ator Sarbanes.

Senator SARBANES. Thank you very much, Mr. Chairman.

Unfortunately, I am going to have to leave for a conflicting en-
gagement. I do want to thank the people on this panel. I have had
a chance to look through their statements and obviously, a great
deal of work has gone into them. And there is really a great deal
there that I think is beneficial to the Committee, and I am most
appreciative for that contribution. I apologize that I am not going
to be able to stay to hear the testimony. I do want to make two
observations, Mr. Chairman.

First of all, I want to observe that the National Leased Housing
Association is quick on the beat. I see that they have John Bentz,
who is one of the directors of the association, to give their testi-
mony today. And it just so happens that Mr. Bentz is from Provi-
dence, Rhode Island.

[Laughter.]

Senator REED. Coincidence.

[Laughter.]

Senator SARBANES. And I also want to observe that the Mercy
Housing people are here with Mr. Wehrwein, and that their head-
quarters is in Denver, Colorado.

Senator Allard had to leave us for a brief period, but I am glad
to see a panel that is staying abreast of the times, Mr. Chairman.

[Laughter.]

Thank you all very much.

Senator REED. Thank you, Mr. Chairman.

Let me first introduce the panel formally and then we will begin
with Mr. Wehrwein.

John Bentz is from my own home State of Rhode Island. John
is here on behalf of the National Leased Housing Association, of
which he is a Director. He is also Cofounder and President of Prop-
erty Advisory Group, which manages approximately 2,100 housing
units in five States and is based in Providence, Rhode Island.

Mr. Bentz is Past President of the Rhode Island chapter of the
Institute of Real Estate Management and is currently serving as
the Chair person of the Legislative and Emissions Committee. He
is both a certified Property Manager with the Institute of Real Es-
tate Management and a registered Apartment Manager with the
National Homebuilders Association.

Thank you, John, for joining us today.

Ms. Geraldine Thomas is the current Vice President of the
National Alliance of HUD Tenants and has been a resident of
HUD-assisted multifamily housing since 1988. She is Chair of the
association’s mark-to-market task force, which consists of local
affiliated groups for providing outreach and training service to ten-
ants in mark-to-market properties in 25 States. Ms. Thomas has
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been a board member of the National Association of HUD Tenants
since 1997, and served as the association’s Vice President since
1998. She was honored in June 2001, by the National Association
of HUD Tenants Conference with the organization’s Outstanding
Organizer of the Year Award.

She is an active member of her community and we thank her for
being here. Her community is in the Philadelphia area. Is that
correct?

Ms. THOMAS. Yes.

Senator REED. Thank you.

Barbara J. Thompson is Director of Policy and Government Af-
fairs for the National Council of State Housing Agencies. She is
representing the publicly Participating Administrative Entities.
She oversees the work of the legislative and program staff on regu-
latory issues related to affordable housing, including banking, tax,
budget, appropriations. Ms. Thompson is responsible for keeping
member finance agencies informed of Congressional activities. She
has served in the New dJersey Governor’s Washington office as a
senior housing lobbyist under two administrations, former Gov-
ernors Tom Keane and Brendan Byrne.

Cathy Vann is representing the private PAE’s. She is the Presi-
dent of Ontra, a participating administrative entity for OMHAR.
During her 15 years’ tenure at the Ontra companies, Ms. Vann has
been involved in the due-diligence, asset management and disposi-
tion of more than $8.5 billion in distressed mortgage and real es-
tate assets in 45 States and Puerto Rico.

Ontra, as a private PAE in the Mark-to-Market Program, has
been awarded 118 full debt restructures, 120 rent restructures, and
22 comparability reviews since their July 1999 contract inception.

And we thank her for joining us.

Finally, Mr. Charles Wehrwein is the Vice President of Mercy
Housing, one of the largest nonprofit developers, owners and man-
agers of service-enriched affordable housing in the United States.
His responsibilities include leading Mercy’s acquisition initiative,
which is focusing on acquiring and preserving portfolios of existing
affordable housing complexes across the country.

Mr. Wehrwein also oversees the Mercy loan fund and the Mercy
housing development division. And prior to joining Mercy, Mr.
Wehrwein served in various capacities, including Chief Operating
Officer with the National Equity Fund, the largest nonprofit syn-
dicator of low-income housing tax credits.

And he has had previous experience in the Federal Government
at HUD, and we thank him for joining us today.

Mr. Wehrwein, would you begin, please?

Senator ALLARD. Mr. Chairman, I would just like to personally
welcome Mr. Wehrwein to the Committee and we look forward to
his testimony.

Senator REED. Thank you, Senator.
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STATEMENT OF CHARLES WEHRWEIN, VICE PRESIDENT
MERCY HOUSING, INC.

Mr. WEHRWEIN. Thank you, Mr. Chairman, and Senator Allard,
for your kind words.

I wanted to say that my comments also reflect the input of sev-
eral other significant community development organizations, in-
cluding the National Housing Trust, LISC, the Housing Partner-
ship Network, and NEFPI.

Mr. Chairman, Mercy Housing and others in the community de-
velopment field regard the preservation of affordable rental hous-
ing as essential to the stability and revitalization of communities
and the residents who so desperately need this housing, both now
and in the future.

Before commenting on the specific issues and policies around the
mark-to-market subject, I would like to share with the Sub-
committee a specific example of mark-to-market in action, if I may.

Mercy Housing owns a 106 unit Section 8 assisted property in
Denver, Colorado. This property serves the transitional housing
needs of distressed families. Our Section 8 contract expired and we
were eligible for mark-to-market, and we have entered that process
and expect to close on our transaction within the next month or so.

An example of a typical resident at Decatur Place, which is the
name of this property, is Caroline Garcia. She and her four chil-
dren escaped an abusive relationship with nothing more than the
clothes on their backs. She had no education when she arrived at
Decatur Place. Her first month there, she was only able to con-
tribute $4 per month toward the rent at the apartment. She imme-
diately went to work part-time at the cafeteria where her children
attended school. She took life skills training provided by Mercy on-
site, including parenting, financing and computer training, and she
began her education process. In just 22 years, she has completed
her education and is now working full-time as a medical tran-
scriber. Her children are healthy and strong, and doing better in
school than they ever have, and she is now contributing $386 a
month toward rent. Were it not for the Mark-to-Market Program,
this property could not have been sustained at this level.

As to the progress of restructurings, clearly, they began far too
slowly. But I think now have picked up dramatically. In our view,
it is solely because of the new owner and nonprofit incentive guide-
lines that were adopted by OMHAR in the fall of 2000. They were
created through a cooperative approach that brought together
stakeholders from across the spectrum. It has been a great example
of how Government should work.

These new guidelines, among other things, have encouraged the
nonprofits to pursue purchases of mark-to-market properties and
owners to submit to the mark-to-market process.

Prior to these guidelines, it was simply uneconomic to take on
these properties. We applaud OMHAR’s recognition of the risk of
additional affordable housing losses in their response to this prob-
lem. Without these incentives, we believe that full restructurings
would not have commenced at the pace that they currently have.

Extending the authorities present under MAHRA will allow suffi-
cient time for the backlogs of these complicated transactions to be
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completed. It will send a clear and strong message to the entire
housing community that Congress is committed to sticking with a
consistent program once it works.

We strongly support the extension of authorities beyond their
scheduled expiration at the end of fiscal year 2001, and we rec-
ommend that Subtitle A, of MAHRA be extended. Furthermore, we
strongly encourage the Subcommittee to recognize and affirm the
importance of the new incentives and guidelines implemented by
OMHAR, as they are critical to the recent success of the Mark-to-
Market Program. Finally, we specifically call for the Subcommit-
tee’s attention to the need for continued funding of ITAG and
OTAG grants at levels equal to or exceeding last year’s $10 million.

I would like to turn my comments now toward the experience of
working with OMHAR and its team members.

OMHAR was clearly slow getting out of the gate, as you have
heard, both in organizing its operations and in contracting with the
PAFE’s. Creating an organization from scratch is difficult and time
consuming under the best of circumstances and it seems in hind-
sight that a period of 3 years to both create the organization and
complete all the restructurings was optimistic at best.

Experience with OMHAR’s national office staff and consultants
suggests that they are extremely competent from a technical stand-
point and they reach out and seek information and guidance from
many stakeholders.

The assessment of OMHAR’s field staff is somewhat more vari-
able, the largest problem being the communication of their national
policies and the assurance that those are being carried out.

Experience with public PAE’s has been very positive. My per-
sonal experience with the Housing Finance Authorities in Colorado
and Missouri have been outstanding. Overall, the staff at the pub-
lic PAE’s seems competent and professional and the public PAE’s
seem to have a better understanding on how to appropriately strike
a balance between cost savings and quality affordable housing.

From a programmatic standpoint, we would like to see a more
direct linkage between the HFA and other State and local housing
resources and preservation, and would strongly support new fund-
ing allocated to the States to accomplish this goal. The Federal
matching grants provisions of the legislation proposed in H.R. 425
and proposed in the past by Senators Sarbanes, Kerry and
Santorum would be an excellent vehicle to accomplish the linking
of State and Federal resources and we would strongly support that.

Experience with the private PAE’s has also been fairly good, al-
though, again, the communications issue seems to be a bit of a
problem. Their nature as profit-motivated entities sometimes
pushes them to focus more on the cost elements than the quality
elements of housing in their locales.

In conclusion, whatever the reasons for the delays in getting
OMHAR off the ground, it is now working. It is a singular busi-
ness-like unit in the Federal Government that is competent and
improving and it would be a waste of the taxpayers’ resources in-
vested to date, to let it expire, or otherwise reconfigure it, just as
it is beginning to reach its potential.

The work that it was created to do is not yet done. It is a small,
lithe organization with specific technical skills that allow it to be
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responsive to stakeholders and objectives judged by Congress.
Therefore, I urge you to extend the OMHAR organization in its cur-
rent configuration by extending Subtitle D of MAHRA.

Thank you, Mr. Chairman. That concludes my testimony.

Senator REED. Thank you very much, Mr. Wehrwein, not only for
the substance of your testimony, but also for your length.

If I could urge everyone to stay as close to 5 minutes as possible,
it would be appreciated. We want to have time for questions.

Your written statement will be included in the record if you want
to summarize also.

Ms. Thompson, please.

STATEMENT OF BARBARA J. THOMPSON
DIRECTOR OF POLICY AND GOVERNMENT AFFAIRS
NATIONAL COUNCIL OF STATE HOUSING AGENCIES

Ms. THOMPSON. Thank you, Mr. Chairman.

Mr. Chairman, I am Barbara Thompson, Director of Policy and
Government Affairs for the National Council of State Housing
Agencies.

The NCSHA represents the Nation’s State Housing Finance
Agencies. Rick Godfrey of your own State of Rhode Island, Mr.
Chairman, serves on NCSHA’s board and is a member of its Execu-
tive Committee.

Thank you for this opportunity to testify about the Section 8 re-
structuring program and the experience of HFA’s serving in it.
First, though, Mr. Chairman, I would like to thank you and Sen-
ator Allard and the many Members of this Subcommittee who co-
sponsored and helped enact legislation in the last Congress to in-
%readse the caps on housing bonds and the Low Income Housing Tax

redit.

Unfortunately, even with these increases, many qualified for
bonds and credit help simply will not get it. Three obsolete pro-
gram provisions prevent it.

Senate bill 677 fixes these problems. We would appreciate your
cosponsorship and that of your Subcommittee colleagues, and ask
you to encourage your leadership to please include it in a tax bill
this year.

NCSHA and the Nation’s State HFA’s worked very closely with
the Congress to create the restructuring program. With the support
of Congress and the industry, we assured that qualified HFA’s had
a priority right, Senator, to serve as restructuring agents. We knew
that HFA’s would carry out restructurings in a manner that pro-
tects the interests of the Federal Government and at the same
time, the properties, the residents, and the surrounding commu-
nities. Regrettably, OMHAR has failed to utilize the expertise of
HFA’s. Instead, OMHAR has treated HFA’s as robots, prescribing
their every move, stifling their judgment and their creativity.

Accordingly, though we urge the Subcommittee to reauthorize
the restructuring program, we encourage you to turn its responsi-
bility, responsibility for its administration, over to HUD. We also
recommend that you direct HUD to streamline its many, many
rules and regulations and devolve greater decisionmaking to the
State HFA’s, as Congress always intended.
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State HFA’s have been strong and successful partners with the
Federal Government when it has permitted them to do their job
with their own expertise and experience.

Congress intended States to have decisionmaking authority and
flexibility when it gave them the priority to serve as PAE’s. Chair-
man Bond at the time said:

Devolving responsibility and decisionmaking to the State and local level is
one of the primary goals of this Mark-to-Market legislation.

Senator Mack, author of the legislation, said:

I expect HUD to approve many HFA’s as PAE’s and provide them as much
flexibility as possible within appropriate parameters to administer the (perma-
nent) program.

However, OMHAR either never understood that or chose to ig-
nore Congress’ will. Instead, it chose to do the restructuring work.
From the start, OMHAR has dictated down to the finest detail
every step HFA’s must take in restructuring properties. It has de-
nied HFA’s the ability to apply the very expertise, judgment,
knowledge of their local markets, concern for their properties and
communities and tenants, that caused Congress to choose them to
do this work in the first place.

Despite Congress’ many admonitions about streamlining the pro-
gram and utilizing HFA’s, OMHAR changed little until the Senate
Appropriations Committee last fall told them that its functions
would be transferred to HUD. Since then, OMHAR has made some
progress, but too little, in our opinion, and very late. Though it fi-
nally reduced the requirements of its operating procedures guide,
the changes it contains still do not go nearly far enough toward
streamlining and simplifying the program.

OMHAR continues to value process over product, rules over re-
sults. Its guidance to PAE’s remains overly prescriptive, confusing,
needlessly complex, ever-changing, and inconsistently interpreted
and applied by its own staff. Its operating guide, Senator, has 22
separate appendices and requires the use of 86 separate forms to
process a single transaction. OMHAR issued 79 “policy” emails to
PAE’s in just the last 14 months. Its financial model, which PAE’s
must use to calculate the necessary financial outcome in a restruc-
turing, is over 40 pages long and unnecessarily complex. It leaves
little room for State judgments.

OMHAR runs a command and control operation. It delegates lit-
tle authority to its regional offices. Frequently, the regional office
will tell an HFA one thing, while the headquarter office tells them
another. Communication between OMHAR and HUD is very poor.
PAFE’s are bounced back and forth between OMHAR and HUD for
decisions and information.

Many HFA’s find OMHAR more interested in saving money than
in preserving properties. OMHAR frequently questions HFA mar-
ket rent and rehabilitation needs assessments, despite its lack of
familiarity with the properties and the communities within which
they are located.

Policymakers, Senator, will for some time debate the number of
Section 8 properties lost and the Federal subsidy savings forfeited
due to OMHAR’s insistence on doing it its way. But there is an-
other cost—the loss to the restructuring program of State HFA ex-
pertise, judgment, experience and commitment to public purpose.
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Of the original 42 State HFA’s approved as PAE’s, only 22 re-
main in the program today. Some HFA’s never signed contracts,
believing they could add little value given OMHAR’s prescriptive
approach. Others have declined to renew, severely frustrated with
OMHAR’s unreasonable and irrational rules. Still others have been
forced out by OMHAR often without explanation. Some remain, but
are inactive because OMHAR doesn’t give them assets. It gives
them instead to the privates without the knowledge of the HFA or
their agreement as the law requires.

Your own agency, Mr. Chairman, one of the strongest in the
country, last April received written notice from OMHAR that it
would not renew its contract. That notice gave no explanation for
the termination.

Mr. Chairman, Congress wrote the right plan when it gave pri-
ority to public PAE’s to carry out Section 8 restructurings. The
problem is OMHAR never implemented that plan.

You have an opportunity to insist on the system that you estab-
lished nearly 4 years ago, a system under which the responsibility
for restructuring Section 8 properties is delegated to willing and ca-
pable State and local agencies with reasonable Federal oversight
and accountability to the Federal Government, the States, commu-
nities, and residents.

Thank you very much, Mr. Chairman, for this opportunity to tes-
tify and CSHA and the State HFA’s are committed to working with
you to set the Section 8 restructuring program on the course Con-
gress intended.

Senator REED. Thank you, Ms. Thompson.

John Bentz. John, good to see you here.

STATEMENT OF JOHN BENTZ
PRESIDENT, PROPERTY ADVISORY GROUP, INC.
DIRECTOR OF THE NATIONAL LEASED HOUSING ASSOCIATION

We thank you for the opportunity to appear before you today.

Mr. BENTZ. Same here. It is a pleasure, Senator. I appreciate
Senator Sarbanes’ comments relative to the timeliness of my visit
to this Committee. And I appreciate your hearing me today.

My name is John Bentz. I am President of Property Advisory
Group in Providence, Rhode Island. I am a Director of the National
Leased Housing Association, on whose behalf I testify today.

As a matter of background, for the past 30 years, NLHA has rep-
resented the interests of owners, lenders, housing agencies, and
others involved with Section 8 programs, both project-based Section
8 and tenant-based vouchers.

My company alone owns 18 Section 8 properties throughout the
country and we currently have several properties undergoing proc-
ess in the Mark-to-Market or Section 8 renewal program, as they
are called.

Today, we will focus our comments on the future of OMHAR and
the Mark-to-Market Program. Both issues are of great concern to
NLHA members.

The expiration of OMHAR authorization on September 30 raises
the question of whether the entity is to continue. It is generally
recognized that OMHAR got off to a slow and rocky start and did
not hit its stride until about a year ago. The program was new,
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OMHAR was not fully staffed, and owners were naturally wary of
a program that could have significant negative consequences to the
projects and to their investors.

However, at this time, OMHAR appears to be functioning on a
higher level. Nearly 140 mortgages have undergone full debt re-
structuring with 25 to 30 restructurings expected to close each
month through September.

Under the direction of Mr. Peppercorn, OMHAR itself has made
significant reforms to make restructuring more attractive to own-
ers. These reforms include the possibility of enhanced assessments
and project management fees, and allowing interest on the owners’
required deposits to reserves as an eligible project expense. In
other words, OMHAR has shown that it does listen and responds
to concerns raised by the stakeholders.

At this point, the termination of the Mark-to-Market Program
does not appear to be practical. Because of the high cost of Section
8 subsidies, a replacement mechanism would be needed to develop
with no promise of anything better. The question does arise, how-
ever, as to whether or not OMHAR should be continued in its
present form or whether the Mark-to-Market Program should be
melded into HUD’s regular multifamily programs.

My opinion is it should be kept separate.

NLHA feels that OMHAR must retain its functional independ-
ence in order to retain its current capacity to process debt restruc-
turing. OMHAR has attracted some very talented and experienced
staff members. We believe that their retention is essential to the
continuation of the Mark-to-Market Program to avoid causing fatal
interruptions. I think this has been discussed at great length in the
previous discussions.

We would caution against dismantling OMHAR and simply fold-
ing the Mark-to-Market activities into HUD’s regular multifamily
marketing program responsibilities.

Implicit in our belief that OMHAR should be retained is our view
that mortgage restructuring mechanisms as adopted in 1998 should
continue as long as Section 8 rents are to be based on comparable
market rents.

I believe Mr. Peppercorn mentioned FMR’s—are they fair and
are they marketable? Sometimes it is debatable.

There are 400 properties that are anticipated to be eligible for
debt restructuring in fiscal year 2002 alone. Without the legislative
authority to restructure the debt on these properties, the FHA in-
surance fund will be forced to absorb a high level of mortgage de-
faults when properties undergo a rent reduction with unsatisfac-
tory burdens being placed on owners and residents.

Although OMHAR has been responsive to a number of sugges-
tions from the housing community, there are other changes that
could be made to improve the program. Most would require
changes to the statute.

In recognition of our time limitations, I will not explain them in
any detail, but simply say that amendments should be made to ad-
dress: One, owners contributions to rehabilitation costs; two, the in-
adequacies of market rents in some inner-city neighborhoods and
rural areas, which are a very important item; and three, needed
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flexibility in certain HUD mortgage programs to improve the Mark-
to-Market Program.

Our written testimony provides more details on these issues and
NLHA’s members are developing more significant legislative rec-
ommendations this week which we will provide to the Sub-
committee staff.

I thank you for this opportunity to testify this morning.

Senator REED. Thank you very much, Mr. Bentz.

Now, I will call on Ms. Vann.

STATEMENT OF CATHY VANN
PRESIDENT, ONTRA, INC.

Ms. VANN. Thank you, Mr. Chairman.

I am presenting this testimony today as the President of and on
behalf of Ontra, Inc., as a private PAE for OMHAR. To place my
testimony in perspective, during Ontra’s 16 year tenure, we have
had significant experience dealing with distressed Government as-
sets. The $8.5 billion in assets that we have managed through that
16 years have been with the likes of Texas Housing Agency,
FSLIC, FADA, FDIC, RTC, and numerous Texas banks and S&L’s,
including Southwest Plan Institutions.

In the early 1990’s, Ontra received “above average” ratings from
all four Wall Street Investor Rating Agencies to facilitate its par-
ticipation as a Special Servicer and equity partner in over $2.5 bil-
lion in distressed mortgage and real estate asset acquisitions with
AIG, Citicorp, CS First Boston, and Goldman Sachs. About $1 bil-
lion of these assets were in a partnership with the Federal Govern-
ment through the RTC S and N Series program.

Ontra commenced its contract with OMHAR in July 1999 as one
of the first two private PAE’s. They were assigned 120 Rent
Restructurings, referred to as Lites, 118 Debt Restructurings, re-
ferred to as Fulls, and 22 Comparability Reviews, for a total asset
count of 260.

In the interest of time, the detailed results are provided for the
written record. But to summarize, Ontra has completed 112 of the
Lites, 83 of the Fulls, and 21 of the 22 Comp Reviews, for a total
of 216 assets that have been either resolved, closed or completed.
The statistics of my report are based on these numbers.

In order to provide the services for this contract, Ontra manage-
ment has historically dedicated 23 individuals to the delivery of the
required services and currently has 16 staff members fully engaged
in the process.

Much of the remainder of my testimony, the nonstatistical por-
tion, represents the results of my canvassing effort in February of
the eight other private PAE’s in response to a request from the
GAO to participate in a panel regarding the disposition of OMHAR
in the Mark-to-Market Program.

Regarding the progress in rent and debt restructurings, as every-
one has said, it had a slow start. But from the private PAE’s per-
spective, there were two essential drivers to this.

For the first 12 to 18 months, owners appeared disengaged and
largely convinced that if they stalled, the Mark-to-Market would go
away and in all fairness, there was little incentive for the owners
to participate willingly in the program, given the financial struc-
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ture at that time. The owner’s incentive package which was in-
troduced in September 2000, has gone a long way to cure this
problem. Since January 2001, there has been gaining momentum
in the owner community to contemplate, comprehend, and finally,
engage the program.

Of Ontra’s 195 completed Lites and Fulls transactions, and that
includes resolved assets, there were only four opt-outs on Fulls and
five opt-outs on Lites. Opt-outs are where the owner has chosen to
just completely leave the affordable housing program.

The program is very complex. That is the second driver, the com-
plexity of the program. And I want to stress here that, with all the
criticisms of OMHAR, we have a completely different perspective.
We think the program is complex. We think OMHAR’s response to
it has been appropriate.

The following comments I would like to keep in that perspective.
There has been significant ramp-up and learning curve maturation
involved. The following items will speak to this complexity issue.

The heart of the Restructure Transaction has a 45-page model
which includes not only all of the MAHRA business rules written
in, but 14 different analytic schedules. There is eight standard real
estate mortgage analysis schedules, such as operating budget anal-
ysis, long-term capital reserves, debt sizing, amortization, claim
sizing, net savings. It includes an additional six schedules to ana-
lyze Tenant versus Project-based subsidies, IRP recaptures, Out-
year HAP contract recaptures, affordability restrictions, exception
rents, and an analysis of the anticipated repayability of the partial
payment of claim, all in one integrated proforma.

This is a very valuable tool. It is complex, but it is valuable. And
I do not know how we could accomplish what we have accom-
plished without this sort of tool. Going further on more complexity.

There is a minimum 26 individuals involved, and sometimes as
high as 41 we have counted in a single transaction that have to
be notified, coordinated, copied and satisfied, including four to five
individuals at OMHAR, two to three at HUD, and numerous
others such as local housing authorities, owners, property man-
agers, tenants, OTAG’s, PCA Consultants, and Appraisers, old
lenders, new lenders, four different sets of attorneys and title com-
pany personnel.

Once again, that is not an issue that is driven by OMHAR. That
is the nature of the beast. That is what it takes to complete a
transaction with all the parties, as what we believe the Govern-
ment has intended us to do.

There are four different closing scenarios. There are different
rules and regulations for each of them, the most common of which
is a 223(a)(7), in which there are 55 distinct documents, 8 signato-
ries, and 14 distribution parties.

However, in the last 24 months, all of these bases have been ef-
fectively covered. The long awaited momentum is currently being
achieved. And note that the average time between acceptance and
close for a standard Full Debt Restructuring, at least for this PAE,
has gone from 15 months for assets assigned prior to January 2001
to 7 months for assets assigned after January 2001, representing
a 114 percent improvement.
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Regarding the savings to date generated for the Federal Govern-
ment, based on Ontra’s portfolio, there has been an NPV savings
on 119 completed and closed Lites and Fulls transactions of ap-
proximately $106.3 million of which $63.8 million represented 79
Lites, and that included 19 Fulls that went to Lites. And there is
$42.5 million which represents 40 closed or completed Fulls.

The estimated PAE costs to date, at least from our perspective,
is about 3 percent of the NPV savings.

Regarding the physical condition of the housing stock, we looked
at this from two perspectives. The status of the stock as it came
into the program or as it was assigned to us as a PAE, and then
the long-term preservation dollars.

As far as the deferred maintenance which was the status of the
housing as it entered the program, the program calls for escrowing
funds to cure immediate repairs within 12 months after closing.

The repair escrow rehab numbers for Ontra’s 31 closings, and we
have 21 imminently pending closings which will close in the next
30 to 60 days. Of these 52 assets, we have escrowed almost $5.3
million on 4,683 units, 52 projects, which amounts to about a little
over $100,000 per project and about $1,100 per unit. But these
numbers are somewhat skewed because five inner-city properties
represent about 3 million or 60 percent of this total.

When you look at it overall, deferred maintenance in our port-
folio has not been a significant issue.

However, the housing is aged. So from a long-term perspective,
the same set of 52 assets closed and pending. The program has al-
lowed us for set-asides of approximately $57.5 million, averaging
just over $12,000 a unit to cover the 20 year long-term capital
needs. This represents an average of about $614 per unit per year
set aside for replacements.

One of the more compelling statistics is that the average reserve
deposit prerestructure went from approximately $309 to $439
postrestructure, which represents a 42 percent increase in annual
reserve deposits to the replacement reserve accounts. These num-
bers seem to point to the fact that although it appears that not
all of the housing is in terrible shape, but that the program is
providing a unique opportunity to reconfigure the economics and
provide for the stabilization, if not the rejuvenation of aged
housing stock and thereby ensure quality affordable housing into
the future.

Regarding the operations of the Office of MultiFamily Housing
Restructuring Assistance, in summary, on this issue, I hope that
my entire testimony speaks to the fact that the program is very
complex by nature. It has achieved definite, significant momentum.
And it is providing solid savings while at the same time capital-
izing on a unique opportunity to set the economics straight for the
Nation’s FHA insured Section 8 housing stock, and to ensure con-
tinuance, at least in this sector, of quality affordable housing.

OMHAR has been integral to this process and despite the criti-
cism to the program and OMHAR’s implementation of such it
is my company’s opinion that OMHAR has done an admirable job
of juggling the priorities of the numerous stakeholders and the
parties to the transactions, while at the same time developing
well proportioned tools to manage the delivery of a very complex
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program. There are three additional items I wanted to address very
quickly on a going forward basis.

Senator REED. Could you summarize very quickly, Ms. Vann?

Ms. VANN. Okay. These are okay because they have been said
before.

Senator REED. Thank you very much.

Ms. VANN. Thank you.

Senator REED. Ms. Thomas.

STATEMENT OF GERALDINE THOMAS, VICE PRESIDENT
NATIONAL ALLIANCE OF HUD TENANTS

Ms. THOMAS. Thank you, Senator Reed.

On behalf of the National Alliance of HUD Tenants, I am pleased
to submit these comments on the Mark-to-Market Program. The
National Alliance of HUD Tenants, or NAHT, is the Nation’s first
membership organization representing the 2.1 million families who
live in privately-owned, HUD-assisted housing. Our membership
today includes tenant groups and area-wide coalitions in 30 States.

I want to thank you and the Subcommittee for the honor of
speaking before you today.

Since 1999, NAHT has convened a monthly Mark-to-Market Task
Force, which I chair, consisting of the tenant coalitions among
NAHT’s membership working in the mark-to-market buildings.

The comments we submit today reflect the consensus views of
these NAHT affiliated groups, based on their experience with the
Mark-to-Market Program on the ground in more than 20 States.

In the interest of time, I refer the Subcommittee to our written
statement which explains why many owners have avoided the
Mark-to-Market Program or opt for 1 year Section 8 contract re-
newals and rent reductions, known as OMHAR Lites. I will say
though, that the main reason for the low level of owner participa-
tion in the mark-to-market was the decision by Congress to make
owner participation entirely voluntary.

With a boom economy, owners in many parts of the country have
few reasons to go into mark-to-market and restrict their chance to
make more money for 30 years.

As long as Congress is unwilling to require owners to renew their
expiring Section 8 contracts or to regulate rents for assisted hous-
ing, owners will continue to opt-out of HUD programs and demand
ever high levels of Section 8 subsidies, renewals from HUD with
few repairs as the price for staying in the program. Few owners
will choose to go into mark-to-market. The results will be continued
loss of affordable housing and missed opportunities for savings in
the Section 8 program.

Based on the decisions of NAHT Mark-to-Market Task Force and
input from NAHT affiliates from across the Nation, we offer the fol-
lowing recommendations to extend and improve the Mark-to-Mar-
ket Program this year.

Number one—Extend Mark-to-Market restructuring authority.
NAHT joins the emerging consensus that the authority to restruc-
ture mortgages to save costs, as outlined in MAHRA, should be ex-
tended indefinitely.
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Number two—Continue OMHAR as a separate office, reporting
to the Secretary. After a slow start, OMHAR is now functioning
smoothly and produces results at a steady pace for HUD. To throw
sand in the machinery at this time would cause major staff up-
heaval and confusion that would be both unnecessary and unwise.

Congress should leave the successful Mark-to-Market Program in
the separate office where it is located now, reporting to the Sec-
retary of HUD for at least the next few years.

Number three—Redefine OMHAR’s governmental mission and
transform PAE’s into subcontractors for HUD. The experience with
PAE’s over the past few years shows that turning over HUD func-
tions to State and private agencies is a bad idea. Because of costing
more from the tenants’ point of view, contracting out is undesirable
because it adds to the complexity and confusion for tenants who
now have to deal with several agencies rather than one. It is hard
to educate the private PAE’s in particular about the value and the
role of tenant participation in decisions which affect our lives.

So NAHT recommends that Congress define the essential Gov-
ernment functions of the Mark-to-Market Program—preparation
and approval of the final MRRAS Plan and review of public and
tenant comments and keep them inside of OMHAR.

OMHAR should be allowed to subcontract out specific functions
to PAE’s or others, such as preparing a capital needs assessment
or appraisal in cases where OMHAR staff cannot do them. But
basic Government decisions regarding the MRRAS plan should not
be privatized.

Number four—NAHT offers several recommendations to improve
tenant participation.

A—Improve access to information. Tenants need help from Con-
gress to get assets to project operation budgets and other docu-
ments to help HUD expose scams, identify savings, and promote
sales to nonprofits.

B—Extend the $10 million set-aside for technical assistance
funding. Section 514 of the MAHRA expires on September 30. It is
essential that Congress extend this program to continue funding
for the well-designed but under-funded tenant assistance program
which OMHAR has put in place.

C—Extend time for review of the MRRAS Plan. We recommend
that the required time for tenant review of the draft MRRAS Plan
be extended from the current 10 to 30 days.

D—Require written response to tenant comments. We rec-
ommend that OMHAR and or the PAE reviewing tenant comments
respond in writing to these comments as it is required in Federal
Environmental Reviews.

E—Require notice to tenants and a required meeting throughout
the mark-to-market process. Most important, tenant notice and at
least one mandatory meeting should be required of all OMHAR
Lites projects. Also, notice to tenants and a guaranteed meeting
should be required if a property is being disqualified or kicked out
of the program, or if an owner changes its decision and changes to
OMHAR Lites, mark-to-market, or opts-out of the program for any
changes in property status. Tenants should also be notified if the
PAE handling their property changes in mid-stream.
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F—Enforce Notice and Duty to Accept requirements when own-
ers opt-out and fix problems with Enhanced Vouchers. HUD has
stated publicly and in writing that it does not intend to enforce an
owner’s duty to accept Enhanced Vouchers in the event owners opt-
out, even though Congress clearly required this last year.

Nor has HUD always required owners to follow the 1 year notice
to tenants when they decide to opt-out.

Congress should clearly mandate HUD to enforce the law and
use this opportunity to fix remaining problems with Enhanced
Vouchers, which we describe in our statement.

Number five—Support the Preservation Matching Grant bill to
promote sales to nonprofit groups and preservation of mark-to-mar-
ket buildings. Today, OMHAR does not have access to capital grant
source to help nonprofit groups buy and preserve buildings in the
Mark-to-Market Program. For properties needing repairs, a capital
grant source would also be useful to help owners fix up sub-
standard buildings as part of the MRRAS Plan.

The Preservation Matching Grant bill which passed the House
2 years ago, has been refiled in the House as H.R. 425, and will
soon be refiled in the Senate by Senator Jeffords and others. We
urge the Subcommittee to hold an early hearing to give this bill re-
newed momentum.

Number six—Adopt a Regulatory Program to Preserve Affordable
Housing. In extending the Mark-to-Market, NAHT believes that
the Congress should establish a national regulatory program to
limit owners’ ability to opt-out, prepay, and obtain windfall profits
through high market rents at the expense of residents in affordable
housing. It would be far preferable and less costly to preserve at-
risk units by regulating owner choice to opt-out of HUD programs.

Adoption of national regulations would send owners flocking to
the Mark-to-Market Program and results in major savings to HUD.
It would also mean more repairs for substandard buildings and a
big increase in owners willing to sell to nonprofit groups.

Number seven—Reaffirm and strengthen HUD and OMHAR’s
mandate to preserve mark-to-market buildings with project-based
Section 8 assistance. While the current program appears to have
resulted in only a few voucher conversions, it is premature to con-
clude that the risk of mass voucherization of HUD housing under
mark-to-market has been avoided, as intended by Congress when
MAHRA was passed. Congress should use this opportunity to clar-
ify its intent to preserve the maximum amount of mark-to-market
eligible stock with project-based Section 8.

Mr. Chairman, thank you for the opportunity to provide testi-
mony to the Subcommittee today. NAHT stands ready to work with
the Subcommittee and OMHAR to make the Mark-to-Market Pro-
gram work better for tenants and the communities.

Thank you.

Senator REED. Thank you very much, Ms. Thomas.

Let me begin the questioning by addressing the same question to
each of the panelists beginning with Mr. Wehrwein.

Putting aside for just one moment the placement of OMHAR in
HUD, either independent or part of the Housing Office, what is the
single most important change we could introduce into a reauthor-
ization bill?
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Mr. WEHRWEIN. Senator, I think the most important change that
has already occurred has been the incentive guidelines that have
made it much more economically feasible to undertake these trans-
actions. They are currently not even in regulatory form. And some
more significant support of those guidelines by the Subcommittee
and the Senate would be much appreciated.

Senator REED. Thank you, Mr. Wehrwein.

Ms. Thompson.

Ms. THOMPSON. Yes, Mr. Chairman. The most important thing
you could do in reauthorizing this program is to instruct HUD or
OMHAR, whichever winds up running it, to devolve greater deci-
sionmaking to the State and local governments, as Congress first
intended, and cut the paperwork.

Senator REED. Thank you.

John, you have indicated the three issues. One, owner’s contribu-
tion to the rehabilitation fund; two, the inadequacy of certain mar-
ket rent in urban areas as a problem; and then, finally, just in-
creased flexibility. Would you want to elaborate on any one of
those, or add an additional comment?

Mr. BENTZ. Yes, Senator. The rents that are in the inner-city
areas, and when they do a comparable market study, in a lot of
cases, do not really come up to what you really need to support and
sustain an inner-city development because of the money it takes to
run a development of this type and you are doing a comparable
market study that shows that the rents that you are getting are
excessive and the rents that you are getting are not really exces-
sive because of the items that you have to address in each one of
these facilities.

I think we have gone through a couple of mark-to-market studies
and we are going through a couple of restructurings. The rents that
have showed in the comparable market studies do not really come
to what we really need to run one of these developments.

Senator REED. Thank you.

Ms. Vann, what would you propose on behalf of your organization
or your perspective in terms of other than the replacement of
OMHAR?

Ms. VANN. I would like to make a comment based on the PAE
consensus, private PAE consensus on that canvassing that I did.
And I think from our perspective, we really feel that the program
is working. So, we would prefer not to see many more changes.
Now that we have it set in place and we are on a roll, we would
like to just continue.

Senator REED. Thank you.

Ms. VANN. I am sorry. I cut off so quickly before, I did not get
to thank the Committee. I really do appreciate the opportunity to
present testimony today.

Senator REED. Well, we thank you for coming and for your excel-
lent testimony.

Ms. Thomas, your perspective, please? What would you feel
would be essential to be included in new legislation?

Ms. THOMAS. Yes, just to make sure that tenants are notified up
front and that they are part of the process from the very beginning.
I think that is crucial.
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Senator REED. How would you evaluate tenant participation
so far based upon your experience and the comments from your
colleagues?

Ms. THOMAS. In some areas, it is good, and in others, it is not
so good. We know that in the beginning, everything was a slow
start. But there has been changes made. But we must continue to
strive to make it even better.

Senator REED. Thank you.

Let me raise an issue here that was joined directly and indirectly
in the testimony. That is, there is a debate about the public versus
private PAE’s. Many State housing finance agencies have extensive
experience—my housing agency in Rhode Island, mortgage finance
housing agency, is an excellent one. Yet, for one reason or another,
as has been indicated, State PAE’s have not done as much work
as the private PAE’s.

Several questions. Why are the private PAE’s doing more? A
related question in my mind is, I presume that they are subject
to the same paperwork requirements, the same models, the same
everything.

I think Ms. Thompson wants to respond. And Ms. Vann, you
might want to respond, too.

Ms. THOMPSON. Certainly. I just want to put the numbers in
some perspective, if I could, first, Mr. Chairman because I think
there 1s some misconception that somehow the public agencies have
done many fewer restructurings than the private agencies. That is
not true as a percentage of the assets they have been given. They
simply have not been given as many assets as the private sector.
And I addressed that in my testimony because the law required
when they are an improved PAE, a public PAE, that OMHAR mu-
tually agree with them on the assets that they will receive.

Instead, OMHAR, from the very beginning of this program, has
given assets to the private sector without even notifying in many
cases the public sector. And in some cases, it has assigned an asset
and within 2 weeks will call up the agency and say: You know
what? We are moving fast and we want to give this to a private
sector entity. We are just going to take it away from you, for no
reason related to capacity.

Let me give you the percentages because I think it is very in-
structive. This comes off of OMHAR’s own web site as of yesterday.
The public PAE’s have completed 29 of the 226 full restructurings
they have been given. That is 13 percent. The private PAE’s have
completed 101 of the 653 Fulls they have been given, 15 percent,
just 2 percent more.

Of the Lites, 220 of 258 Lites that the public have been given,
they have finished 85 percent of them. Of the 284 of the 355 Lites
that the private sector received, they have completed only 80 per-
cent. So the public agencies are actually doing better on the Lites,
just 2 percent less on the Fulls restructurings. They simply do not
have the assets.

You have to remember, too, Mr. Chairman, that a number have
dropped out of the program. Some did not even sign their original
contracts because they felt that they just could add no value to
such a prescriptive program—Virginia, Pennsylvania, Michigan,
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ironically, Governor Engler’s agency headed by Jim Logue, who
was the Multifamily Assistant Secretary at HUD, under Secretary
Kemp, actually was a consultant to the Subcommittee when you
wrote this legislation. His agency has withdrawn because they
think the program is so overly prescriptive, that they are simply
agents. They are not being called upon to use their expertise and
they would rather use it elsewhere.

Senator REED. Thank you.

Ms. Vann, I want to give you a chance to respond if you would
like to.

Ms. VANN. I guess it is hard to speak to what has happened be-
tween OMHAR and the public PAE’s because I have been on the
outside looking in.

I know from a private PAE perspective, OMHAR possibly making
up for the slow start in the beginning and its lining up the infra-
structure. It seems like maybe—and this is just kind of a perspec-
tive, that the private PAE’s or private sector is more driven toward
speed and rolling assets and moving them through. And I think
that strikes to the heart of the disagreement about the prescrip-
tiveness of the program.

Entities who have done a lot of affordable housing have their
way of doing it. And here comes MAHRA, which we believe is a
very specific law and you had to have a very specific program to
make sure that the statute was implemented correctly and accord-
ing to what Congress intended.

So it has been a benefit to us. And that is the only ying and yang
that I see between the two.

Senator REED. Thank you, Ms. Vann.

Ms. Thompson, before I yield to Senator Allard, if you could just
respond.

Ms. THOMPSON. If I could just respond to that comment.

First of all, the numbers do not suggest that they are doing more
as a percentage, as I said before. But it is very important that we
focus on the point about driven toward speed. This is not a pro-
gram that should be driven by speed, especially under pressure
from OMHAR because they have so much catching up to do.

This is a program where the States have to look at, should look
at, everyone should look at the preservation needs of these prop-
erties. And what we are hearing from the States, and I am not
going to speak to the private experience because I am not familiar
with it, is that OMHAR is not allowing them to do what is nec-
essary to keep these properties in low-income use for the long term.
You are going to have this problem right back before you in a few
years if we do not look at that aspect of the program.

Senator REED. Thank you very much.

Let me turn to the Ranking Member, Senator Allard.

Senator ALLARD. Thank you, Mr. Chairman. And I hope that I
am not duplicating a question that you asked before. We juggle
several balls in the air at the same time and sometimes it requires
us just to step out of the room for a moment or two.

Regarding those properties that we were mentioning in the last
panel, what we call the Watchlist properties, these are properties
with physical and financial troubles that are being monitored by
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the Office of Housing, what do you think should happen with these
properties and what should be the role of HUD’s Office of Housing?

I thought I would call on you, Mr. Wehrwein, and Ms. Thompson
and Mr. Bentz to respond to that question.

Mr. WEHRWEIN. Thank you, Senator.

I share some of the concerns voiced in the previous panel about
the adequacy of the Watchlist process. In my estimation, it doesn’t
portend well for the future of those assets. And I would argue that
the HUD Office of Housing Resources is probably insufficient to
oversee and manage all of those properties and to assure that, in
fact, they are being monitored closely. I just do not think they have
the resources.

I would suggest that if the Subcommittee were interested in con-
sidering any changes to the legislation in terms of reauthorizing
and amending, that one consideration might be that there be con-
sideration given to pushing more of those assets into a required re-
structuring because, as Ms. Thompson said earlier, I think that in
a different category of assets, we are going to see these same assets
come before us with some problems in 4 or 5 years.

Senator ALLARD. Ms. Thompson.

Ms. THOMPSON. I would simply add, I agree with Mr. Wehrwein.
I would simply add that it is too bad at this point in a relatively
new program in terms of how long it has been really fully oper-
ating, that we even have a Watchlist. This is the very thing that
we were trying to get away from. All of these properties were on
a Watchlist technically to begin with, but we are beyond that at
this point. But I agree. I think that restructuring should be done
to those properties because their long-term health, both physically
and financially, managerially, is not assured.

Senator ALLARD. Mr. Bentz.

Mr. BENTZ. Yes, Senator. Thank you. The Watchlist, I think, is
a misnomer because the original intent, as two people previously
testified, was to get the properties out of HUD, and if you are on
a Watchlist, you go back to HUD, to the HUD office, which is some-
thing I believe that they were trying to eliminate to begin with.

The restructuring process is somewhat cumbersome and the
Watchlist is something that I think they should reevaluate. It is a
definite problem.

Senator ALLARD. I would like to address this to, Mr. Bentz, and
Ms. Vann, and Ms. Thomas. Last September, HUD released a
package of initiatives for property owners participating in the
Mark-to-Market Program. How helpful have these initiatives been
in bringing reluctant owners to the table from your perspective?

We will start with you, Mr. Bentz.

Mr. BENTZ. I think they have been extremely helpful. We have
done a number of deals over the last 2 or 3 years and we have ben-
efited from some of the changes. I think Senator Reed asked me
a question a little while ago which it kind of went right over my
head with regard to the owner’s participation in the 20 percent
that is supposed to come up with the restructuring of a particular
development.

That has been one of the drawbacks in the entire program, I
think, is the 20 percent that the investors basically have to come
up with. And in a lot of cases, they just do not want to come up
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with the dollars, so they either opt-out or they go through another
form of restructuring which is not beneficial to the development.

Senator REED. Ms. Vann.

Ms. VANN. I think it has had a significant impact, made a big
difference in our portfolio.

Senator REED. Ms. Thomas.

Ms. THOMAS. I think that, actually, it was a problem in areas be-
cause you had owners opting-out and definitely tenants not being
aware of anything. So it was not that great for us.

Senator ALLARD. Do you think that offering such incentives could
have an unintended effect with some owners and make them hold
back from participating in the program and hope that better incen-
tives might come along later?

Ms. THOMAS. Yes.

Senator ALLARD. I would like to have you three answer that.

Mr. BENTZ. Yes. I would say, yes. One of the other drawbacks,
especially in the complete restructuring program, is the 30 year ob-
ligation. If you are going to go through a restructuring from an
owner’s standpoint, depending on the area you are in, 30 years is
a long time.

Senator ALLARD. A long time.

Mr. BENTZ. I do not think I am going to be here for another
30 years. Maybe my kids will, but I do not think I will be. The
30 years is one of the biggest drawbacks I think in a lot of the
programs, to get owners and investors to stay in the program.

Senator ALLARD. You are suggesting that maybe we look at these
not so much from a housing aspect, but just almost from a commer-
cial property aspect, where you think in shorter terms, generally.

Mr. BENTZ. Yes.

Senator ALLARD. Ms. Vann.

Ms. VANN. We have not sensed that any of the owners are still
holding out for a better deal. We are starting to sense that the
owners are saying things like, we just want to get this done. We
just want to get through it.

And one of the real positive aspects of the program that I have
seen is that owners are very pleased with the amount of rehab and
rejuvenation of these properties. It is solving a lot of their problems
in that area, also. I do not see any changes in the future that could
make much of a difference in what we are doing.

Senator ALLARD. Ms. Thomas, do you want to add anything?

Ms. THOMAS. Just basically that I am not sure what the owners
are holding out for, whether they are holding out for more money
or not. I do know that we did have problems and still have prob-
lems, and that tenants are suffering for it.

Senator ALLARD. Okay. Now the last question, if it is okay, Mr.
Chairman.

Senator REED. Please.

Senator ALLARD. Do you think there is anything more program
administrators could do to remove barriers to owner participation?

We will start with you again, Mr. Bentz.

Mr. BENTZ. I do not think so. I think, overall, the program that
is in place has been, as I said before, somewhat reasonable. I think
it is probably the best that we are going to get at this particular
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time without specific legislation to address some of the other areas
which I mentioned previously.

Senator ALLARD. Okay. Ms. Vann.

Ms. VANN. I think the cost of small loans, it is cost-prohibitive.
If there was a way that you could see fit to maybe aggregate and
pool loans when they are, say, under $150,000, under %200,000, be-
cause what we find, to get lenders to do those smaller loans, the
fees are just incredible. And rightly so because the lenders have to
do FHA servicing. To justify the effort, they have to charge a lot
of fees.

We are left in a limbo area there on the small loans where there
are very little options available to the owners. They can come up
with cash, but then, that kind of presents a problem for them. So
if there could be a way to provide a vehicle for under $200,000, a
ready vehicle, then that would be a great improvement.

Senator ALLARD. Ms. Thomas.

Ms. THOMAS. I just think more money should be available so that
the folks can go through the process. And hopefully, owners will get
on board.

Senator ALLARD. Mr. Chairman, thank you.

Senator REED. Thank you very much, Senator Allard.

Just a final opportunity. You listened to the previous panel. If
you have comments with respect to what they said, Mr. Wehrwein,
a reaction or comment, on any point that you think should be ad-
dressed based on the previous panel.

Mr. WEHRWEIN. Thank you, Mr. Chairman. It sounds to me like
there is an awful lot of agreement around the extension of the au-
thorities and the only disagreement is where it lands.

I would just assert that we would attempt to do what would
throw the least, I think someone said, sand in the machinery, and
try to keep this thing moving along and attempt to react to some
of the problems that Ms. Thompson and others have talked about
and attempt to fix a machine that is already working.

Senator REED. Ms. Thompson.

Ms. THOMPSON. Yes, I would like to address something that Mr.
Peppercorn said in his statement.

He talked about the consolidation of the public agencies under
this program. There has been no consolidation. The program pro-
vides for no consolidation. What there has been is elimination.
They have driven public agencies out of this program. Forty-two
agencies, Mr. Chairman, Senator Allard, 42 State housing agencies,
including both of yours, applied and went through a rigorous re-
view at HUD and were approved to participate.

Every agency that applied was approved, many more than any-
one ever thought would step up to the plate. Now, today, we have
22 participating. And not yours in Rhode Island. And your Colo-
rado agency, Senator Allard, is really struggling. In fact, I spoke
with them about a deal the other day and I finally said, look, I do
not know what to tell you, except call John Carson because he will
help you, and I am very serious. And you will be hearing from
them, John, if you haven’t. The agencies are very frustrated. They
do not have other priorities, as Mr. Peppercorn said. If they did,
why would 42 of them have applied? Why would 42 of them have
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staffed up and gotten ready to run this program if they had other
priorities?

He also mentioned that the State HFA’s, that this is very dif-
ficult real estate work. It is not just allocating credits or allocating
bonds, as though the State HFA’s simply handed those out of a
drive-through window.

They do rigorous analysis under those programs. They are re-
quired to by law. The housing credit is probably the most success-
ful Federal housing program ever, as we saw with the GAO report
a few years ago and the fact that you folks increased it in the Con-
gress by 50 percent, 40 percent in the case of bonds, you thought
they were working so well.

Why were they working so well? Because the State and local gov-
ernments make the decisions based on the unique conditions in
their States and communities, not Washington.

So to say that the very agencies that can run those programs and
run them well and use the same disciplines that they would use
under the OMHAR program, are somehow not capable of running
this program.

And to somehow say that it is not OMHAR that is complex, it
is the program that is complex. OMHAR has created the program.
Those 68 forms that are required for each deal are not required by
the statute you wrote, not in any way, shape or form.

If you think back to the demonstration that you first authorized
as a pilot for this program, it worked very well. But they loaded
all kinds of requirements on top of that, requirements that are not
necessary. They are not driven by the statute. And we urge you to
review that as you look toward the reauthorization.

Thank you.

Senator REED. Thank you.

Mr. Bentz.

Mr. BENTZ. Thank you, Senator. It appears, I think, with past
testimony between Mr. Weicher and Mr. Peppercorn, that there is
a little bit of friction between the two agencies.

I think it is to the benefit of all of us, and especially for those
two gentlemen and their two agencies, to get together to form some
kind of an alliance that is going to allow the program to continue.

And if it has to do with the PAE’s and get them more involved,
I think that that is something that has to happen.

Overall, I think the program has run fairly well over the last 6
months to a year. Everybody has stated that it has taken 3 years
to get underway and I think that is—I do not know whether it is
justifiable or not justifiable. But it was a very cumbersome task
that they had to undertake and I think with the new administra-
tion coming in, I think they are going to have to work together to
make the program work.

Senator REED. Thank you.

Ms. Vann.

Ms. VANN. I think the comments that I heard today about mov-
ing OMHAR into HUD to achieve better efficiencies and consist-
ency of the program is a plus, as long as the personnel can be
maintained, so we do not have new learning curves, loss of momen-
tum, et cetera.

Senator REED. Thank you.
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Unless Senator Allard has additional questions, you have the last
word, Ms. Thomas.

Ms. THOMAS. Thank you. I would just like to see OMHAR stay
where it is, and to operate in the way it has been. It is working
now. Let’s just push forward.

I want to thank the Committee once again for the opportunity to
speak before you.

Senator 